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Organizing Chain Variety Stores 
to Sell More Goods’ 


DeFORD C. MILLS 


Cresap, McCormick and Paget 
Management Consultants, New York 





How much emphasis should be devoted to the selling function in 
variety stores ... how much to research on consumer demands 
. . . how much to merchandise planning and control... how 
much to determining over-all company objectives and store char- 
acter? What is the optimum amount of supervision to give to 
store managers? What general plans of organization have been 
found to work best in variety stores? 

These and other questions are explored in this article by a well- 
known management consultant. The euthor’s findings are based on 
a research study made recently by Cresap, McCormick and Paget 
for the National Retail Merchant's Association and on his years 
of counseling service to all kinds of retailers, including chains and 
independent stores. 











In the first comprehensive study of 
department and specialty store organi- 
zation plans undertaken in 30 years, 
Cresap, McCormick and Paget has de- 
veloped a new concept of organizing 

1This article is based on a speech delivered be- 


fore a meeting of the principals of the Variety 
Stores Association in New York City. 
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retail stores for the Retail Research 
Institute of NRMA. 

As a preliminary to this study, a 
list of the major organization problems 
that are currently plaguing department 
and specialty stores was compiled. 
Chain variety stores share five of these 
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problems. All five tend to restrict the 
effectiveness of management generally 
and of the selling function particularly. 


Organization Problems of Chain 
Variety Stores 


The first problem concerns the ex- 
tent of organizational emphasis on the 
selling function. A plan of organiza- 
tion should reflect the work to be done 
by a company. Accordingly, a clear 
concept of what that work consists 
of, and the relative emphasis to be 
placed on various aspects of the work, 
is essential before a sound plan of or- 
ganization can be developed. Years 
ago, as department stores and variety 
store chains originated, the buying 
function was the most difficult one to 
perform. The assembling of a varied 
and interesting assortment of merchan- 
dise often required extensive travel to 
world markets, and usually could be 
accomplished successfully only after 
many months of effort by an experi- 
enced buyer. As a result, the buying 
function became emphasized in most 
store organization plans, and the va- 
riety store industry was no exception. 
At the store level, emphasis was placed 
on the counter display of merchan- 
dise and stock management—which in- 
volved constant ‘‘on-handing” in order 
to maintain regularly carried merchan- 
dise in stock. 

Today, the buying function is rela- 
tively simple, with vast assortments of 
desirable merchandise, much of it pre- 
bought by consumers in the sense that 
it consists of brands demanded by a 
store’s customers, available in the New 
York market alone. And today, too, 
competition is more vigorous, and cus- 


tomers more sophisticated and knowl- 
edgeable. Hence, selling has become 
a vastly more important and more diff- 
cult function than buying. Today, it is 
management’s number one concern. 

A major organizational problem con- 
fronting many segments of retailing, 
including the variety store industry, is 
that they do not appear to have ac- 
cepted the fact that their fundamental 
role has become that of sellers rather 
than buyers. As long as this, or any, 
retail industry with similar buying and 
selling problems fails to recognize this 
change in relative importance of the 
buying and selling functions, so long 
will a major organizational problem 
exist for that industry. In the case of 
the department store industry, its ap- 
parent refusal to face this fact is a 
major reason for its continued use of 
a functional plan of organization which 
tends to give about the same relative 
emphasis to all functions, whether they 
be buying, selling, personnel, opera- 
tions, or control. 

In the chain variety store industry, 
the problem is reflected not so much in 
the structure of organization as in the 
assignment of responsibilities to the 
various positions and in the relative 
emphasis placed on the buying and sell- 
ing functions. In many variety store 
chains, there is no executive at the 
headquarters level whose title includes 
the word “sales” or “selling’’; and at 
the store level, major emphasis often 
continues to be placed on counter dis- 
plays and the maintenance of stocks 
rather than on the over-all function of 
selling in the broad sense. 

Even in those organizations in which 
the increased importance of the selling 
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function has been recognized, some of 
the implications appear to have been 
lost. Although there is general agree- 
ment that it is the job of a retailer to 
“give customers what they want,” there 
is often lack of recognition that this is 
fundamentally a selling job, involving 
research to determine consumer needs ; 
and then, after the procurement of the 
merchandise, aggressive promotion to 
inform consumers that the merchandise 
is available and to heighten their desire 
for it. 

The second problem with an organi- 
zational origin facing both the depart- 
ment store and the chain variety store 
industries is the inadequate attention 
which top management often gives to 
its basic job of determining financial 
and store character objectives, develop- 
ing long-range plans for their achieve- 
ment, and establishing policies in their 
support. Although the establishment 
of sound objectives, plans and policies 
is the most important job of top man- 
agement, this responsibility often is 
either not clearly recognized, or, if 
recognized, not well performed. For 
example, it is still not clear how the 
variety store industry expects to de- 
velop an appealing store character, suf- 
ficiently attractive to encourage con- 
sumers to go out of their way to 
patronize its stores. The neglect of 
these basic top-management functions 
tends to stem, in part at least, from a 
plan of organization which overburdens 
the chief executive and makes no spe- 
cific provision for the discharge of 
these important functions. 

A third organizational problem com- 
mon to most kinds of retailing is fail- 
ure to make adequate provision for 
the function of continuing consumer 
research. The consumer market has 
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changed a great deal in recent years. 
Customers are both younger and older. 
The marriage rate and the birth rate 
have increased. Many customers have 
moved to the suburbs. Yet stores neg- 
lect formal study of their consumer 
markets, apparently thinking that they 
are close enough to their customers to 
sense the manner in which they change, 
and thus, to know what actions they 
must take to continue to secure their 
patronage. That this reasoning is often 
fallacious is evidenced by the frequency 
with which other kinds of stores es- 
tablish units in the markets of depart- 
ment, specialty, and variety stores and 
then proceed to secure substantial vol- 
umes in the lines carried by them. 

A fourth organizational function 
often neglected is the function of mer- 
chandise planning and control. Its basic 
purpose is to secure the best possible 
balance between the merchandise wants 
of consumers and store inventories. If 
this balance is well maintained, sales 
tend to rise, markdowns to fall, and 
turnover to increase, within certain 
limits. For many years, the variety 
store industry led in the effective per- 
formance of this function, but in recent 
years some competing forms of dis- 
tribution have drawn ahead in this 
respect. 

Of all the potentially fruitful areas 
for investigation, there is none that 
has a better chance of a quick and sub- 
stantial payout than merchandise plan- 
ning and control. This would appear 
to be particularly true in the variety 
store industry, where assortments are 
becoming wider, more fashion mer- 
chandise is being offered, and inventory 
turnover is declining—all evidences of 
the need for increased attention to this 
basic function. Millions of dollars in 
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sales are lost by failure to have mer- 
chandise on hand which customers have 
a right to expect ; many dollars of mar- 
gin go down the drain because of un- 
necessary markdowns reflecting an im- 
balance between consumer demand and 
inventory; and many dollars of un- 
necessary expense are paid in interest 
on unnecessarily heavy inventories. 

With a few notable exceptions, most 
chain variety stores are using merchan- 
dise planning and control practices that 
were developed many years ago when 
labor was relatively inexpensive and 
assortments relatively limited. Few, if 
any, variety stores have honest-to-good- 
ness working versions of visual unit 
control systems, smoothly operating 
perpetual control systems for big-ticket 
items that are stocked in wide breadth 
and limited depth, up-to-the-minute 
data processing methods such as those 
provided by computers, or warehousing 
systems with warehouses whose num- 
ber, size and location have been scien- 
tifically determined in the light of their 
ability to improve the balance between 
inventories and sales at an expense 
below the increased margins which 
result. 

The fifth major problem of organiza- 
tion that is common to department, 
specialty, and variety stores is the fail- 
ure to develop adequate procedures for 
the maintenance and control of or- 
ganization itself. Few companies have 
formal manuals of organization which 
chart their plans and describe the duties 
and the major relationships of each 
position. In addition, few companies 
have adequate arrangements for com- 
municating management’s over-all ob- 
jectives, plans, and policies in writing 
to lower echelons of management. 


When these actions are not taken, 
it is difficult to maintain clarity in or- 
ganizational arrangements and difficult 
for top management to retain control 
as authority and responsibility are de- 
centralized to lower echelons of man- 
agement. 


Organizational Problems 


There are three organizational prob- 
lems which other types of chains typi- 
cally encounter and which also appear 
to be present in the variety store in- 
dustry. One of these concerns the 
failure of chain stores to organize to 
take full advantage of the opportunity 
inherent in the location of a group of 
its stores in a single trading area. Par- 
ticularly when a substantial amount of 
advertising is done by the various chain 
store units in a trading area, the failure 
to have over-all direction of all the 
stores on a trading area basis reduces 
the impact achieved on consumers and 
increases the cost of advertising. As 
the variety store industry steps up its 
advertising and widens its appeal to 
consumers generally, this problem can 
be expected to become relatively more 
important. 

The second problem common to most 
chains, including the variety store in- 
dustry, is that some chain home offices 
do too much for their store managers 
and others not enough. If store man- 
agers are spoon-fed, their initiative 1s 
destroyed, full advantage is not taken 
of their ability, and the likelihood in- 
creases that actions dictated centrally 
will not be appropriate for particular 
stores. On the other hand, if a store 
manager receives inadequate assist- 
ance from the headquarters functional 
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staff, he may fall behind in the com- 
petitive struggle with managers who 
are more ably counseled by their central 
offices. Striking a balance between too 
much and too little assistance to store 
managers is a problem that many chain 
store headquarters do not appear to 
have solved. 

A third problem is that many chain 
stores establish superintendents’ dis- 
tricts which do not reflect the difference 
in the supervisory and counseling needs 
of stores that differ widely in sales 
volume. Ordinarily, the districting ar- 
rangements are based on geographical 
considerations alone. Thus, superin- 
tendents may find themselves supervis- 
ing both very small and very large 
stores with vastly different supervisory 
needs. As a result, it is difficult to find 
a supervisor able to direct all sizes of 
stores with equal skill, and the quality 
of supervision therefore tends to lack 
uniformity. 

Fortunately, all of these problems 
can be overcome and the effectiveness 
of management generally, and of the 
selling function specifically, can be en- 
hanced, if certain basic principles of 
organization are faithfully observed. 
The first principle is to give recogni- 
tion in your plan of organization to the 
prime importance of the selling func- 
tion. This is probably the single most 
important guidepost to better organiza- 
tion and better selling. It requires the 
following four essential conditions: 

First, acceptance of the fact that the 
job a variety store chain must perform 
today makes the selling function more 
important than the buying function, and 
more important than any other single 
function. Unless management is will- 
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ing to accept this premise, efforts to 
organize to sell more goods are unneces- 
sarily handicapped. 

Second, recognition that a thorough 
job of selling requires advance deter- 
mination of what consumers want and 
are willing to buy, and then, following 
the procurement of the desired mer- 
chandise, taking action to arouse their 
interest in, and to prompt their pur- 
chase of, this merchandise. 

Third, recognition that this concept 
of selling means the end of primary 
reliance on manufacturers and desk- 
bound buyers as researchers of con- 
sumer merchandise wants and the end 
of the concept of a store manager’s 
job as consisting almost exclusively of 
the operating of the store, the placing 
of merchandise on the counter, and the 
maintenance of an in-stock condition. 

Fourth, taking the following specific 
organizational actions to make adequate 
provision for the accomplishment of 
the selling job as just interpreted. 


1. Assign clear-cut responsibility 
for the selling function on a 
line basis to the field and store 
organizational units in addi- 
tion to their operating and 
profit responsibilities. 
Broaden the definition of the 
selling function assigned to 
them to include the determina- 
tion of consumer wants and 
action to arouse consumer in- 
terest in, and prompt their pur- 
chase of, the desired merchan- 
dise. 

3. Give this line-selling organiza- 
tion clear-cut authority and re- 
sponsibility to demand from 
buyers the merchandise re- 
quired to meet consumer needs, 
within the over-all policies of 
the company. 

4. Provide adequate staff support 
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at the central office to make 
possible the effective discharge 
of the selling function. This 
includes provision for the mar- 
ket research function to de- 
termine what consumers want 
that variety chains can profit- 
ably sell, and provision for an 
imaginative and aggressive 
sales promotion function. 
Make clear to all functional 
staffs at the central office, in- 
cluding the two just mentioned, 
as well as buying and merchan- 
dising, personnel, finance, and 
real estate, that they are ex- 
pected to support the line func- 
tion of selling and that their 
sole reason for existence is to 
enable the line sales organiza- 
tion to do a better selling and 
profit-making job. 


uw 


The adoption of these suggestions 
need not cause a big increase in staff. 
It does require a change in management 
philosophy, or attitude, which is re- 
flected in the structure of organization, 
the assignment of position responsi- 
bilities, and the relationships among 
various functions. Acceptance of this 
change in philosophy and the changes 
in organizational thinking which it 
would bring about is the most impor- 
tant step that the variety store indus- 
try can take to increase the effective- 
ness of the selling function through 
organization. 

A second major guide post to better 
organization which should be observed 
is to make adequate organizational pro- 
vision for all the other functions essen- 
tial to the management of the business. 
The two which are most frequently 
neglected, and for which provision in 
the organization plan should be made, 
are the functions of long-range plan- 
ning and control. 

Determining store character and fi- 


nancial objectives, long-range plans and 
basic policies is the fundamental re- 
sponsibility of the chief executive of 
any mercantile company. Store char- 
acter and financial objectives should be 
carefully thought through and spelled 
out in writing. Long-range plans 
should cover a period of three to five 
years in advance, and should be pre- 
pared in writing and be updated every 
year. Policies should cover all essen- 
tial principles governing the conduct 
of the business, they should be clearly 
separated from procedures, and should 
be reduced to writing. Store charac- 
ter and policy statements should be 
distributed to all executives, and finan- 
cial objectives and long-range plans 
furnished to key members of manage- 
ment. 

This concept of the discharge of the 
fundamental functions of a chief ex- 
ecutive in larger organizations ordi- 
narily requires the attention of an 
Assistant to the President, who is in 
charge of long-range planning and the 
preparation and maintenance of the 
policy manual. In smaller organiza- 
tions, the chief executive himself may 
accept these responsibilities. 

The merchandise planning and con- 
trol function is also frequently neg- 
lected in variety store chains. There 
should be an organizational arm in the 
central office of every variety store 
chain devoted exclusively to the mer- 
chandise planning and control function, 
with the mission of developing sys- 
tems and procedures which will effect 
a major improvement in the balance 
between consumer demand and store 
inventories at minimum expense. It 
should be concerned with the policies 
and procedures governing the unit and 
dollar planning of assortment, both on 
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an over-all chain basis and on an indi- 
vidual store basis. In addition, it 
should be concerned with unit controls 
for various kinds of merchandise, 
methods of data processing, and ac- 
tions which might be taken to develop 
pools of merchandise at warehouses or 
on vendors’ shelves to speed and in- 
crease the reliability of deliveries to 
stores. Such an organizational unit 
might report to the merchandise man- 
ager or, possibly, to the controller. 
Properly conceived and discharged, the 
performance of this function can pay 
for itself many times over in greater 
sales volume, reduced markdowns, and 
sounder turnover rates. 

The third guidepost to better organ- 
ization is to organize for the supervi- 
sion and management of groups of 
stores located in the same trading area 
so as to increase their ability to com- 
pete against other retailers, improve 
their sales volume, and reduce operat- 
ing expenses. 

As variety stores step up their efforts 
to acquaint customers with their mer- 
chandise and attract them to their 
stores, we can expect more advertising 
and other promotional efforts. Inevi- 
tably the time will come when the close 
co-ordination of these advertising and 
promotional efforts of stores in the 
some trading area will be essential to 
effect maximum impact on consumers 
and reduce their cost. Variety stores 
should be thinking in terms of com- 
mon supervision by a superintendent 
or group manager of all stores in the 
same trading area to effect this co- 
ordination of promotional efforts and 
merchandise assortments, and to per- 
form centrally any functions the cost 
of which can thus be reduced. Depart- 
ment stores with branches are already 
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organized in this fashion in their trad- 
ing areas, and thus often capitalize on 
their trading area opportunities more 
effectively than their unorganized chain 
competitors. 

A fourth guidepost to better organi- 
zation ts to be sure that headquarters 
functional executives neither over- nor 
under-service store managers. 

What is needed here is a check of 
what is now being done and a com- 
parison of practices with those of suc- 
cessful chains. The aim is to avoid 
smothering the store manager with 
central office guidance and at the same 
time to avoid placing him at a com- 
petitive disadvantage because he does 
not get enough help. The answer for 
one chain can be different from that 
for others because of management’s 
philosophy, the extent to which man- 
agement decentralizes authority and 
responsibility, and the qualifications of 
field organization and storé managers. 
Whatever the answer is, it should be 
incorporated in the duty assignments 
for the various positions within the 
plan of organization. 

A fifth guidepost concerns policies 
governing the establishment of districts 
for supervisory purposes. When there 
is intense store coverage of a geo- 
graphic area and where stores vary 
widely in volume, supervisory districts 
should be composed of stores with 
similar sales volumes. 

The effect of this action should be 
improvement in supervision because of 
the concentration of supervisors on 
stores of similar sales volume with 
similar problems, and the opportunity 
of utilizing supervisors particularly 
qualified for the kind of supervisory 
problems which they must meet. 

A sixth and final guidepost to better 
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organization in the variety store indus- 
try is to use effective methods to main- 
tain and control the plan of organiza- 
tion. 

It is surprising how often otherwise 
apparently well-managed companies are 
remiss in this area. Effective mainte- 
nance and control of the organization 
plan are essential to get the most out 
of a sound organization plan and avoid 
confusion in organizational arrange- 
ments and the dissipation of manage- 
rial efforts. The four main approaches 
to control are as follows: 


1. Make use of a manual of or- 
ganization which sets forth in 
chart form the organizational 
relationships of various posi- 
tions and describes for each 
position the basic functions, 
specific duties, and relation- 
ships within and without the 
company. This manual should 
be distributed to all executives 
whose positions are described 
in it. 

2. Make use of a policy manual, 
which includes a statement of 
the company’s merchandising 
character and describes the 
basic policies and philosophies 
of top management which 
guide the day-to-day adminis- 
tration of the business. This 
manual also should receive 
wide distribution. It is a valu- 
ble guide to lower levels of 
management ; it eliminates the 
need for many top management 
“policy decisions,” and thus re- 
duces top management work- 
load; and it gives top man- 
agement assurance that lower 
echelons are fully aware 
of management’s fundamental 
policies. 

3. Be sure that the management 
control system of budgets 
and reports is closely geared 


to organizational arrangements. 
Control is exercised only 
through organization. Thus, 
management’s system of con- 
trol is an essential tool for the 
maintenance and control of or- 
ganizational arrangements. 

4. Utilize the administration of 
executive personnel to control, 
maintain, and strengthen the 
organization plan. Appropri- 
ate compensation arrange- 
ments and performance re- 
views are major tools to this 
end. The compensation of each 
executive should reflect the 
over-all importance of his posi- 
tion, and his incentive com- 
pensation plan should encour- 
age him to discharge the basic 
responsibilities of his posi- 
tion. Executive performance 
reviews enable management to 
assure itself that executives 
are, in fact, conforming to 
the organizational arrange- 
ments established by manage- 
ment, as well as the objec- 
tives, plans, and policies of the 
company. 

This review of the steps to take in 
order to organize to sell more goods 
may create the impression that the 
chain variety store industry is in seri- 
ous trouble. On the contrary, the in- 
dustry is clearly a leader among 
retailers in many areas such as self- 
selection, suburban expansion, and in 
seeking new and better ways of store- 
keeping—as is evidenced by its out- 
standing profit performance through 
the years. 

But there is always room for im- 
provement even in such a well-man- 
aged industry, and in the area of 
organizational arrangements improve- 
ment will increase the effectiveness of 
management and build greater sales 


volume. 
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Merchandise Planning Organization 
in Department-Store Chains’ 


RICHARD M. HILL 


Bureau of Business Management 


University of Illinois 





article. 





This is a case study of merchandise planning in ten large compa- 
nies with information collected by mail questionnaire and personal 
interview from approximately 300 divisional and general mer- 
chandise managers. Findings showed merchandise planning to be 
organized in various companies according to one of three general 
patterns: bottom to top, top to bottom, and all level. These three 


patterns are considered in detail in the three main sections of the 








To its practitioners, merchandise 
planning is more of an art than a sci- 
ence. Assessing the many factors in- 
volved in the planning process requires 
intelligence and imagination. But even 
in artistic pursuits success often de- 
pends as much upon how human skills 
are brought together as upon the skills 
themselves. This article attempts to 
describe how the problem of co-ordi- 
nating participation in planning sales 
and inventory budgets is handled in 

1 The author would like to acknowledge that what- 
ever merit the present study possesses is due to the 


many department-store executives who discussed with 
candor the practices of their companies. 
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ten large department-store chains.” 
From the standpoint of sales growth 
and earnings, these enterprises repre- 
sent some of the most successful chain- 
store operations in the nation.* 
Information was collected from a 
mail questionnaire and personal inter- 


2 For purposes of this investigation a large depart- 
ment-store chain was considered to be any group of 
four or more centrally owned department stores with 
combined annual sales of $50,000,000 or more in 
1956. In these enterprises the problem of co-ordinat- 
ing participation in planning is complicated by the 
number of participants as well as the diversity of 
merchandise. 

3The department-store chains chosen for study 
were the ten large enterprises having the best rec- 
ord of sales growth and earnings over the twelve- 
year period from 1945 through 1956. 
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view from approximately 300 divisional 
and general merchandise managers of 
these firms. Admittedly, such people 
are apt to impart a “front office” bias 
to the facts and opinions they supply. 
But this bias does not obscure their ap- 
proach to the problem of planning or- 
ganization. Nor does it obscure their 
ideas as to proper location of responsi- 
bility for merchandise planning. It is 
these two aspects of department-store 
organization with which this article is 
concerned. 

Merchandise planning in the ten com- 
panies studied appears to be organized 
according to one of three general pat- 
terns. In the absence of more descrip- 
tive terminology, these will be referred 
to as the bottom-to-top, the top-to-bot- 
tom, and the all-level patterns of 
organization. 


Bottom-to-Top Planning 


The organization of merchandise 
planning in seven of the ten companies 
belongs to the bottom-to-top category. 
Under this arrangement, sales and in- 
ventory budgets are pyramided up 
through the management structure 
from store buyers to store managers to 
home-office executives. Although all 
plans are reviewed by top management, 
authority to initiate and direct plan- 
ning activity as well as responsibility 
for its many procedural details is as- 
signed to store and departmental 
managers. 

Estimates of sales and stock require- 
ments are initially formulated by buyers 
within each department of the mem- 
ber stores. Buyers’ estimates are re- 
viewed by their departmental managers 
who incorporate them into departmen- 


tal plans. Departmental plans are then 
submitted for approval to the store 
controller or general manager. Ap- 
proved departmental plans are com- 
bined into a store-wide merchandising 
plan. In stores having a large number 
of departments, departmental plans 
may be reviewed and combined into 
divisional plans by a divisional mer- 
chandise manager before being sub- 
mitted to the store controller or gen- 
eral manager. 

Completed store plans are submitted 
to the regional or home office where 
they are reviewed by top management. 
There are two schools of thought, 
though, on the function this review 
should perform. One might be called 
the “guidance” school and the other 
the “supervision” school. Executives 
who belong to the former group be- 
lieve that member stores should be per- 
mitted to develop sales and inventory 
budgets in their own way and make the 
final decisions concerning them. The 
role of top management, in their opin- 
ion, is to assist member stores in plan- 
ning operations rather than to direct or 
control these operations. The exercise 
of control should be limited to the co- 
ordination of store plans and assuring 
their consistency with the company’s 
financial resources. 

Executives who adhere to the super- 
vision school believe that member-store 
plans should be carefully scrutinized 
and adjusted by top management. 
Whereas planning operations should 
be initiated and directed by store man- 
agement, control over these operations 
should be entirely in the hands of top 
management. In the opinion of these 
executives, mere co-ordination of mer- 
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chandise requirements with capital flow 
is not enough. 

The “guidance” approach is fol- 
lowed in three chains. Although a con- 
stant flow of information is passed back 
and forth between member stores and 
the home office, all major revisions in 
plans are made at the store level. When 
submitted to the home office, these 
plans supply top management with a 
formal record of store operating objec- 
tives. So long as a store continues to 
show a satisfactory margin of profit 
and maintains its market position, re- 
visions in plans are seldom requested. 

The “supervision” approach is fol- 
lowed in the other four chains. Mem- 
ber stores are given various forms of 
counsel and assistance in developing 
their sales and inventory budgets. How- 
ever, when submitted to the home of- 
fice, completed store plans are subjected 
to detailed examination by staff spe- 
cialists. Any revisions in these plans 
requested by the home office are man- 
datory. Moreover, after the plan of a 
member store has been authorized and 
put into effect, operating statements of 
the store are periodically reviewed to 
assure compliance with provisions of 
the plan. Any subsequent changes a 
store manager may want to make in his 
plan cannot be effected without home- 
office approval (see Figure 1). 


Top-to-Bottom Planning 


Instead of pyramiding sales and in- 
ventory budgets up the corporate eche- 
lons in the manner just described, one 
of the chains studied reverses this pro- 
cedure. In this company, member 
stores are divided into several divisions, 
each headed by a division manager. 
Under each division manager are a gen- 
eral merchandise manager and a num- 
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ber of departmental merchandise man- 
agers. Each departmental manager is 
responsible for the merchandising and 
sale of a particular type of goods in 
his division. 

Store personnel take no part in mer- 
chandise planning. Even store man- 
agers have no responsibility for plan- 
ning other than to maintain a steady 
flow of merchandise information back 
to the divisional and home offices, 
where it is assembled and analyzed. It 
is the divisional merchandising staff 
that initiates the planning process and 
is responsible for its many details. 

Each divisional manager develops a 
dollar merchandise plan for the com- 
bined stores in his division; that is, a 
budget that co-ordinates the value of 
beginning-of-month stocks, purchases, 
sales, and markdowns is worked out at 
the division level. At the same time, 
each departmental manager prepares a 
departmental budget in which these 
same four elements are co-ordinated on 
the basis of physical units. The depart- 
mental unit budgets are submitted to 
the general merchandise managers who 
combine them into a divisional unit 
plan. Each divisional unit plan is then 
converted to dollars and compared with 
the dollar plan of the divisional man- 
ager. Any discrepancies between the 
two plans are reconciled in a third plan, 
which is submitted to the home office 
for approval. When the home office 
has approved a divisional plan, it is 
broken down on a store-by-store basis 
by the division staff. 

All buying for member stores is done 
by home-office personnel. These people 
are specialists and have no responsi- 
bility with respect to either merchan- 
dise planning or selling. The amount 
of money buyers are permitted to spend 
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FIGURE 1 


Bottom-to-Top Planning Organization 
General Pattern 





HOME OFFICE 
Merchandising 


and Research 
Company Executives Staff 














Store plans reviewed and combined into company-wide plan. 
Purchasing schedules co-ordinated with capital flow. 











a Economic reports, market data, and other planning assistance. 





MEMBER STORES 





Store Presidents or General Managers 


Review store-wide plan. Make final decisions on any aspects 
of plan not satisfactorily resolved at lower levels. Report 
store merchandising and operating results to home office. 








Merchandise Managers 


Review departmental plans. Consult with store treasurer or | 
—p controller on purchase schedules. Combine departmental plans M4 
into store-wide merchandise plan. Report departmental mer- 
chandising and operating results to store president and con- 
troller. 





Departmental Managers 


y»| Review plans for individual lines and combine them into [|_| 
dollar departmental plans. Report departmental merchandis- 
ing and operating results to merchandise manager. 





Departmental Buyers 








pe Plan monthly sales, B.O.M. stock requirements, and purchases * 
for individual lines in dollars and units. Plan initial prices 
and reductions. 
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FIGURE 2 


Top-to-Bottom Planning Organisation 
General Pattern 


HOME OFFICE 





Company Executives 
Buyers 





Divisional plans reviewed and combined into company- 
wide merchandise plan. Purchasing schedules co-ordinated 
with capital flow. 











Information on supply conditions, price changes, best 
buys, ard other pertinent data. 

















Division Staff 
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Plan monthly sales, B.O.M. stock requirements, and pur- 
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prices and reductions. mareroaprsy 
proved division 
ee a plans on a store- 
Division General Merchandise Managers by-store basis in 


units and dollars. 





> Review departmental plans and combine them into a divi- A 
sional unit plan. 











Departmental Merchandise Managers 





> Plan monthly sales, stock requirements, and purchases for 
merchandise departments in units. 











MEMBER STORES 





Store Managers 








Responsible for implementing merchandise plan submitted 
by division office. 











Submit daily and weekly reports on store merchandising 
and operating results to Divisional Offices. 
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for merchandise in each line and classi- 
fication is defined in the divisional mer- 
chandise plans. Buyers have the pre- 
rogative of accepting or rejecting these 
plans when they are submitted to the 
home office. In the event a plan is re- 
jected, the merchandising staff of the 
division concerned is obliged to negoti- 
ate with the buyers until the areas of 
disagreement have been reconciled. In 
every case, however, the president or 
merchandising vice president of the 
corporation has the final word (see 


Figure 2). 


All-Level Planning 


In two large chain systems studied, 
an effort is made to share responsi- 
bility for merchandise planning be- 
tween top management and store man- 
agement. Although member stores in 
these companies develop their own 
plans, they do so on the basis of mer- 
chandising goals prescribed by the 
home and regional offices. These goals 
appear in a master budget which is pre- 
pared as a guide for member stores 
prior to each planning period (see 
Figure 3). 





FIGURE 3 


All-Level Planning Organization 
General Pattern 


HOME AND REGIONAL OFFICES 


























RESEARCH [+ Company Executives a BUYERS | 
— Master Budgets prepared. 
Store plans reviewed and combined into company-wide 
plans. - 
Store managers’ reports assembled and analyzed. <—| 











MEMBER STORES 





Store Managers 





Review departmental plans in the light of master budget 
+> standards. Combine departmental plans into store-wide + 
plan. Submit departmental merchandising and operating 
reports to home and regional offices. 








Departmental Managers 


Plan monthly sales, B.O.M. stock requirements, and mer- 
Lp chandise receipts in units and dollars on basis of master 
budget goals and ratios. Submit merchandising and op- 
erating reports to store manager. 
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While similar procedures are fol- 
lowed in both companies, there are 
some differences in the make-up and 
application of the master plan. In one 
company the plan lists a series of pos- 
sible dollar sales figures for each month 
of the selling season for each merchan- 
dise department. Opposite each sales 
figure is the beginning-of-month dollar 
inventory at retail considered appropri- 
ate for that amount of sales.* The de- 
partment manager of a member store 
uses this budget by selecting the sales 
figures that most nearly correspond to 
the volume he believes can be achieved 
each month in his own department. The 
value of the inventory he should have 
on hand at the beginning of each 
month is given in an adjacent column 
on the same line as each sales figure. 
These two monthly values provide the 
dollar framework within which the 
merchandise assortment and schedule 
of purchases for a department are 
determined. 

Instead of supplying a number of 
possible dollar sales and corresponding 
inventory values to member stores, the 
regional offices of the second company 
develop a series of three standard ra- 
tios for each merchandise department. 
These are: (1) beginning inventory to 
monthly sales, (2) stock on order to 
monthly sales, (3) budgeted percentage 
of monthly increases in sales over the 
same period last year. These ratios are 
further broken down on the basis of 
territory and volume size for each 
month of the planning period. Each de- 
partment manager of a member store 
selects the ratios in the territory and 
volume class to which his department 


* This inventory value is determined from a planned 
stock-turn goal. 
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belongs. He applies these ratios to his 
own sales forecast to get the proper 
amount of merchandise he should have 
on hand and on order at the beginning 
of each month during the coming sea- 
son. The merchandise assortment, the 
schedule of purchases, and the open-to- 
buy are then determined from these 
basic values, 

With the exception of mechanical 
details such as those just described, the 
design and function of the master 
budget in the two companies differ in 
only one respect. This is the degree to 
which it is used as an instrument of 
control. In the former company the 
budget is provided to guide and assist 
member stores in the preparation of 
merchandise plans. Although completed 
store plans must be forwarded to the 
regional offices for review, there is no 
attempt rigidly to enforce budget stand- 
ards. Nevertheless, it was reported that 
store plans seldom deviated from rec- 
ommended budget standards. 

In the second company, top manage- 
ment exerts a much higher control 
over the planning conducted by member 
stores. Store managers are requested to 
show cause when deviating from stand- 
ard budget ratios or their own plans, 
once these have been approved by the 
regional office. Executives of this com- 
pany observed that the combined ex- 
perience of the member stores is very 
extensive. Moreover, the significance 
of this experience is carefully meas- 
ured in the light of anticipated condi- 
tions both locally and nationally. These 
executives believed that store-merchan- 
dising objectives developed in this 
manner are sound and realistic. 


(Continued on page 113) 











The Replanning of Center-City 
Shopping Districts 
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What can city merchants do to compete with outlying shopping 
centers? What can be learned from the practices of European 
cities as well as from historical practices? Through exploring these 
questions, the author is led to several practical suggestions. 








The continued exit of trade from 
central business district locations poses 
grave economic problems for market- 
ing agencies and governmental units. 
The decline of property values, the 
shrinking tax base, and the increase of 
urban blight are increasing marketing 
costs both private and social. The dis- 
integration of the city poses a threat 
too great to be ignored by students and 
practitioners of marketing. However, 
unless businessmen believe that the 
economic values of a center outweigh 
its limitations, they will not be per- 
suaded to expend the efforts required 
for a vigorous renewal program. Most 
firms have, in fact, hedged their bets 
by opening suburban stores or ware- 
houses while continuing to operate 
downtown stores, sometimes at a loss. 
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While the artistry in marketing prac- 
tice is to sense and accommodate the 
desires of the market before consumers 
as a group are completely aware of 
their demands, there are sound reasons 
for attempting to preserve the center- 
city shopping district. Despite the dis- 
ruptive effects of mass communication 
and private transportation technology 
on the centripetal forces of attraction, 
there are ways of modifying the physi- 
cal layout of the central shopping dis- 
trict that stronger attracting 
powers than the “luxury of not bother- 
ing” to shop at a distance. Although 
planning involves all facilities of the 
central district, this analysis is con- 
fined to the marketing aspects of retail 
site layout. 
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Marketing Processes in the Central 
Shopping District 


Basic to the belief that a city can be 
adjusted to the needs of a surrounding 
population is the assumption that some 
function or functions are more effec- 
tively performed in the city core than 
elsewhere. What are these functions, 
and why is a central district necessary 
for their effective performance? 

The basic urban economy stems from 
the scale of operations possible in such 
fundamental processes as collecting, 
sorting, and dispersing goods. By col- 
lecting large assortments of goods at a 
single point from widely scattered 
points of production, by re-sorting the 
assortments collected into new com- 
binations of goods that more nearly fit 
the needs of consumers, and then by 
subdividing these recombined assort- 
ments into the smaller quantities de- 
manded by householders, the central 
district marketing organization can 
perform each activity at a lower cost 
than would be possible if each retailer 
and each consumer had to perform the 
same tasks independently. 

Goods are moved as far as possible 
from their point of production to their 
place of consumption in large economic 
lot sizes. Therefore, by postponing the 
activities of collecting, sorting, and 
dispersing until they can take place at 
the latest possible place—the city cen- 
ter or point of ultimate dispersion— 
total movement costs can be minimized. 
Postponement also reduces the risks of 
fitting goods to anticipated demands 
until their character and level are 
known for the market area served by a 
particular city. 

Operating on the principle of massed 
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reserves, a central district can usually 
provide for sudden variations in de- 
mand more adequately than can iso- 
lated stores, each of which would have 
to carry larger stocks to prepare for 
the burden of supplying the entire area 
served. In fact, the “out-of-stock” ex- 
periences of rural and suburban con- 
sumers who shop locally is one of the 
important reasons why they may prefer 
to visit “downtown” or central large 
city stores where the probability of 
finding the desired item is substantially 
higher. Yet downtown stores in- 
dividually need not invest as much in 
stock because they are able to “‘pool the 
uncertainty,” as is done in insurance- 
risk calculations. 

In conjunction with massed reserves, 
the central district also operates in such 
a way as to minimize transactions or 
requisitions within the marketing sys- 
tem itself. A single retailer can col- 
lect orders from a very large number 
of consumers, and a single wholesaler 
or chain-store warehouse can consoli- 
date the orders of a large number of 
retailers. Large retailers and whole- 
salers are capable of placing economic 
lot-size orders with widely scattered 
producers and receiving from each of 
these in a single economic lot-size ship- 
ment the merchandise requirements for 
the entire market. Thus, one order, 
one transaction, and one shipment may 
replace hundreds of retail orders and 
thousands of consumer orders. If 
other marketing costs associated with 
moving goods from producers to con- 
sumers are the same for urban and sub- 
urban stores, total transfer costs would 
be lower for those in the center city. 
Under present conditions when the 
costs of stimulating demand are rising 
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faster for city stores than for suburban 
stores, this advantage may be reduced 
substantially, but unless the suburban 
operation can achieve comparable econ- 
omies in handling and transportation, 
suburban stores will be unable to offset 
completely the economies of center-city 
operations. 

Center-city stores have one demand 
advantage, even under present condi- 
tions. Consumers, in their capacity as 
consumers, follow the same principle 
of least effort. They will nearly always 
try to conserve the time, effort, and 
money spent in searching the market 
for desired goods. They will attempt 
.o make maximum purchases for any 
given expenditure of effort, or for a 
given level of routine purchases they 
will tend to take the action requiring 
the least effort. Thus, the center that 
offers recreational, medical, and bank- 
ing facilities, as well as “one-stop” de- 
partment-store shopping, permits the 
consumer to select from a wide variety 
of services and merchandise for the 
price of a single distance input. No 
other arrangement of marketing fa- 
cilities can meet this principle any bet- 
ter. Consequently, new regional sub- 
urban shopping centers must be essen- 
tially smaller scale central shopping 
districts offering the consumer the 
added advantage of free parking within 
walking distance and other effort-re- 
ducing incentives. 


Replanning Central Shopping Dis- 


tricts 


Because the central place offers opti- 
mum dispersion costs and demand ad- 
vantages, its replanning is essential in 
cases of war damage or urban decay. 


Certain questions arise as soon as the 
decision is made to build or rebuild 
central shopping facilities: 


1. What types of stores belong in 
a center? 

2. How large should the center be 
in number of stores and total 
floor area? 

3. What layout will best accom- 
modate the traffic the center 
will have to serve? 


Type of Store 


Table I gives fair indication of the 
types of stores found in central dis- 
tricts. Clothing, furniture, house fur- 
nishings, shoes, and medical care fa- 
cilities appear to be particularly well 
suited. A smaller proportion of the 
total number of drug stores and first- 
run motion picture theaters are also 
required in the center, although these 
are easily distinguishable from the 
smaller scale and different quality es- 
tablishments of the same type usually 
found in residential neighborhoods. 

The desirability of locating any given 
type of store in the central district may 
also be inferred from an analysis of 
shopper habits. Thus the proportion of 
stores of any given type to the total in 
the entire area may be based on such 
aspects of shopping behavior as the fol- 
lowing : ? 

1. Replacement rate. At what 
rate are the goods purchased 
and consumed ? 

2. Gross margin. How much 
more than the cost of the 
physical goods will the con- 
sumer pay to move them from 
the point of fabrication to the 
point of consumption ? 

1See L. Aspinwall, ‘Marketing Characteristics 


of Goods,” Cost and Profit Outlook (Philadelphia: 
Alderson and Sessions, 1956). 
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TABLE I 


Purchases of Major Goods and Services by Individuals at Downtown, 
Suburban Shopping Centers, and Other Retail Locations 


(Expressed as per cent of total respondents in a three-city survey sample) 





Columbus 
; SSC and No 
Item DT Other Data 
% of Respondents 

RT ree 1.7 98.1 0.2 

Motion pictures ..... 22.7 60.2 17.1 

Medical care ....... 28.3 69.3 2.4 

Furniture .......... 61.8 30.9 aa 
House furnishings ... 

Appliances ......... vad ‘ea — 

| a eee 72.2 26.3 1.3 
BEDS o.scease civ eae 








Houston Seattle 

a SSC and No SSC and No 
DT Other Data DT Other Data 

% of Respondents % of Respondents 

0.0 100.0 0.0 1.5 98.0 0.5 
23.2 76.3 0.5 33.7 56.3 8.0 
27.5 72.5 0.0 45.7 53.1 1.2 
48.7 51.3 0.0 59.0 41.0 0.0 
53.0 47.0 0.0 62.1 37.9 0.0 
54.5 45.5 0.0 58.3 51.7 0.0 
59.7 40.3 0.0 70.5 29.5 0.0 
64.0 36.0 0.0 67.3 32.7 0.0 


DT = downtown; SSC = suburban shopping center; N = 600 in each city. 


Source: C. T. Jonassen, The Shopping Center versus Downtown (Columbus, Ohio: Bureau of Business 
Research, College of Commerce and Administration, The Ohio State University, 1955), p. 116. 


3. Adjustment. How much serv- 
ice must be applied to the 
goods in order to meet the ex- 
act needs of the consumer? 

4. Time of consumption. Over 
how long a period are the goods 
useful ? 


This list may be used to analyze the 
spatial distribution of any type of store 
from jewelry shops to food stores. 


Size of the Center 


Since the dilemma of the downtown 
district stems from the differential 
rates in suburban population growth 
and obsolescence of downtown traffic 
and building accommodations, the num- 
ber of square feet of space allocated to 
shopping facilities depends on the rate 
of suburban shopping-district develop- 
ment as well as the response of the 
central district to the initial challenge 
of expanding population. 


Summer 1959 


Assuming that the planning group 
desires to cater to the demands of a 
growing population, space forecasts 
must be related to the rate of popula- 
tion increase during the planning 
period, changes in transportation ca- 
pacity, and the supply of retail enter- 
prises that may be available during the 
period. Using the simplest assumption 
that the same number of square feet 
per person will be needed in the future 
as is needed now, the first step is to 
make a census of store frontage, the 
number of square feet of space de- 
voted to stores, offices, and consumer 
services.” This number of square feet 
can be divided by the known present 
population served to arrive at the num- 
ber of square feet per person. The 
total obtained by multiplying the num- 
ber of square feet by the forecasted 
population at any date represents the 


2H. Burton, The City Fights Back (New York: 
Citadel Press, 1954), p. 165. 
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necessary size of the center in square 
feet at that time. 

If a decision has been made that the 
size of the center must remain at its 
present area, capacity may still be in- 
creased either by increasing transaction 
speed resulting from modern market- 
ing techniques or by imposing time and 
effort burdens upon the consumer. 
Marketing techniques employed to in- 
crease transaction speed include: pre- 
packaging, prepricing packages, pre- 
selling to consumers by advertising to 
reduce merchandise demonstration 
time, self-service, self-selection, re- 
fixturing stores and store information 
services, rerouting store traffic, and 
reducing idle space in lobbies, halls, 
and auditoriums. 

Time and effort burdens may be im- 
posed on consumers only when they 
consent or when they have no alterna- 
tives, as during the recent war. Queu- 
ing, scheduled buying times, reduction 
of merchandise assortments, and other 
restrictive practices short of rationing 
can reduce the amount of space re- 
quired to effect any given level of trade. 


Planning Central Shopping District 
Layouts 


As a result of trial and error salted 
with some rational insight, a number 
of traffic generating layouts have 
evolved for central district shopping 
centers. This discussion is confined to 
pedestrian shopping plazas and con- 
courses, although many of the same re- 
lationships are found in other less 
revolutionary layouts. Basically similar 
in concept to the medieval church- 
square markets, the central district 
shopping center is strikingly different 


in execution. In both cases the market, | 


rather than the individual vendor, pro- 
vides the attractive force, but the mod- 
ern market is continuous and designed 
to facilitate buying by elimination of 
traffic barriers, unsuitable line-up of 
unrelated stores, and exposure to un- 
pleasant weather. 

Excluding vehicular traffic from the 
shopping plaza is possible only when the 


area is not larger than a customer can - 


comfortably cross afoot. The Linjbaan 
in Rotterdam, Holland, affords the 


a 


modern-day shopper freedom of access | 
to 66 high-quality stores in a three- | 


acre area. Dubbed “Europe’s Fifth 


Avenue,” 


it has fired the imagination | 


of planners as an outstanding achieve- | 
ment of private planning, which at- | 
tacks the very heart of the downtown | 
problem by excluding all vehicles. The _ 
thoroughfare is laid out in an L-shape | 


and protects the shopper from the | 


weather by teakwood canopies built | 


along facades and crosswalks. 


A modification of the shopping plaza | 


idea is the concourse—an open space | 


ringed with shops and located in the 
excavated area under a cluster of office 


buildings or in a railway or rapid- | 


transit terminal. The rationale for con- 


course shops is the large volume of | 
pedestrian traffic furnished by persons | 
on their way to or from work or shop- | 


ping elsewhere. These types of traffic | 


are complementary since worker traffic 


is at a maximum in the early hours, | 


during lunch hours, and at about clos- 


ing time. Shoppers arriving later and | 


departing earlier via the nearby termi- | 


nal reduce the fluctuations in transac- | 
tion rhythm, thus equalizing the work | 


load for store personnel. 
(Continued on page 115) 





rket, | 


pro- 
mod- 
gned 
n of 
p of 


APRN a A 


) un- | 


n the | 
n the 
r can + 


baan 

the 
ccess 
hree- 
Fifth 
ation 


jieve- 
1 at- | 
town | 
The | 
shape © 
| the | 
built | 


plaza 


space 
n the 
office 


apid- | 


- con- 
1e of 


rsons | 
shop- | 


‘raffic 
traffic 


ours, | 


clos- 


r and | 


ermi- 
insac- 
work 


Retail Management in Israel 
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What would it be like to operate a store in Israel? What retailing 
methods have been developed in this new country which will be 
helpful here? These and other questions are explored by Dr. Spec- 
tor, who has recently returned from Israel. 








The smooth quiet El Al Britannia 
plane spanned two continents, one 
ocean, and one sea and gently deposited 
this eager traveler in a miniature rep- 
lica of his own United States. His tar- 
get was twofold—sightseeing in Israel 
and a study of some of its junior de- 
partment stores. Emphasis was to be 
laid on management policies and prac- 
tices, as exemplified in the three largest 
Israeli cities. 

The most populous center is Tel 
Aviv, of whose 370,000 inhabitants 
more than 124,800 are gainfully em- 
ployed. This city is very much like New 
York with its rapid tempo, population 
diversity, and multiplicity of commer- 
cial and retail establishments. Jerusa- 
lem, the capital, is very similar to 
Washington in its beauty, juxtaposition 
of the old with the new, and great num- 
ber of civil servants. Of its 159,000 in- 
dividuals, 47,800 constitute the laboring 


Summer 1959 


force. Haifa, with its population of 
nearly 160,000, is the port and indus- 
trial center of Israel. Cradled at the 
base of Mount Carmel, it is reminiscent 
of San Francisco. Its more than 63,000 
workers are engaged in a wide variety 
of occupations, in perhaps the most 
beautiful city in the world. 

The three largest junior department 
stores studied, Eckman’s in Tel Aviv, 
Kol Bo in Jerusalem, and Meshek 
sayit in Haifa, have many things in 
common. Each is controlled by capable 
experienced managers of similar Ger- 
man backgrounds. Al] three cater to 
customers who represent the major 
Israeli occupations: industry, mining 
and quarrying; commerce, banking, 
and insurance; government and public 
works; and personal and recreational 
services. Each store employs approxi- 
mately fifty salesgirls, 25 years old on 
the average, and three male supervi- 
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sors, who are about twice as old. For 
the most part, the latter are secondary 
school graduates, while the former at- 
tended only elementary school. 


Personnel Practices 


Salesgirls are subject to membership 
in the all-embracing labor union, the 
Histadrut, which determines working 
conditions and wages. These include an 
eight-hour day, a six-day week, a siesta 
period from one to four daily, certain 
fixed holidays such as the Sabbath, the 
major Jewish holidays, and Independ- 
ence Day, and stated vacations. Em- 
ployment for the first five years en- 
titles the employee to a yearly twelve- 
day vacation; up to ten years, three 
weeks; and ten years and more, the 
maximum of four weeks. Uniform 
wages range from 150 to 250 Israeli 
pounds per month, with automatic 
raises based on length of service. At 
the official exchange rate of 1.80 Is- 
raeli pounds for the dollar, the equiva- 
lent in dollars would range from $84 to 
$139 monthly. However, the pound is 
asserted to equal the dollar approxi- 
mately in purchasing power. Super- 
visors, on the whole, earn twice as 
much as the salegirls. The supervisors’ 
duties consist of purchasing, super- 
vising of personnel, and keeping of ac- 
counts. 

The Tel Aviv and Haifa stores hold 
regular staff meetings, the former 
weekly and the latter daily. Only the 
Eckman store in Tel Aviv maintains a 
regular in-service training program. 
This is conducted by the supervisors 
once a month, after work hours, for 
two hours. For this overtime the sales- 
people are paid. Among the matters 


considered in the program are the han- 
dling of customers, the care of stock, 
discipline, punctuality, and cleanliness, 

The amount of lateness, absenteeism, 
and turnover in all the stores is small. 
No employees can be discharged with- 
out previous consultation with iocal 
Histadrut officials. 

The average sale in all stores ranges 
from two to four pounds. Customer 
motivation is stimulated primarily by 
sales two or three times a year and 
brought to notice chiefly by window 
displays. These sales may be seasonal 
(February and August), season end, 
or special, such as a white week. Ad- 
vertising in the newspapers is slight be- 
cause all publications are country-wide 
and linage is costly. There is no radio 
advertising because all broadcasting is 
under government control and non- 
commercial. Goods are mostly sold 
in the following categories: textiles, 
feminine clothing (outer and under), 
household appliances and kitchenware, 
gifts, stationery, and cosmetics. 


Managerial Attitudes Toward Staff 


The balance of the study was de- 
voted to managerial attitudes toward 
sales staff. Some of the findings follow. 

There was disagreement as_ to 
whether the manager should greet su- 
pervisors and salesgirls daily, but 
agreement on the fact that supervisors 
could best help salesgirls by keeping an 
eye on them. All felt that the worst 
thing a salesgirl could do was to keep 
the stock in disorder and waste time on 
the job. There was agreement that the 
best supervision is strict and fair and 
that salesgirls in general are friendly 


(Continued on page 115) 
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The author considers why retailers adopt stamp plans and what 
effect these have on revenue curves. Some theoretical economic 
reasoning is applied to practical retail problems. 





The extensive literature that has ac- 
companied the recent resurgence of 
trading stamps has come largely from 
university business schools and retail 
trade associations.* The latter, par- 
ticularly the Super Market Institute 
and the Independent Grocers Asso- 
ciation, have devoted considerable 
space to trading stamps in business 
publications, and in addition have con- 
ducted numerous “statistical” or ques- 
tionnaire type studies.* 

The most frequently discussed topics 
may be grouped under four main head- 
ings: 

*The author is grateful to Professor Robert 
Clower, to members of a graduate economics semi- 
nar at Northwestern University, to Paul A. Wein- 
stein, and especially to Gilbert C. Klose, for gener- 
ous criticism and counsel in preparing this article. 

1 Harvey L. Vredenburg, Trading Stamps, Bureau 
of Business Research, University of Indiana, 1956; 
Joseph L. Trout, “How Trading Stamps Affect Vol- 
ume and Earnings,” Progressive Grocer, August 
1956; Super Market Institute, “What Operators 
Say About Trading Stamps,” June 1956; Albert 
Harring and Wallace O. Yoder, “Boom in Trading 
Stamps,” Business Horizons, Bureau of Business 


Research, University of Indiana, 1956; Eugene R. 
Beem, ‘“‘Who Profits from Trading Stamps?” Har- 


‘ vard Business Review, November-December 1957. 
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1, 


y 
3. 


4. 


Trading stamps’ success, or 
lack of it, on retailer’s “prof- 
its.” 

Effects on the level of retail 
prices. . 

Effects on retailer’s market 
shares. 

Effects on retail competition in 
general. 


The general conclusions reached on 
each of these subjects are: 


1. 


Trading stamps do increase 
“profits.” This conclusion was 
arrived at in most cases by use 
of questionnaire data : retailers 
were asked whether or not 
their “profits” had increased 
as a result of trading stamps. 
Since most of them answered 
“Yes,” it was concluded that 
their opinion must be correct. 
The costs of trading stamps 
are not passed through in 
higher retail prices. One writer 
in the Harvard Business Re- 
view has gone so far as to say 
that in cities where stamp sat- 
uration has been greatest, the 
rise in the level of retail prices 
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has been slight as compared to 
non-stamp cities. He concluded 
from this that stamps may have 
held retail prices down in these 
cities. It should be pointed out, 
however, that the sample dis- 
tribution of the cities com- 
pared is notable for its non- 
randomness. Moreover, since 
the statistical series used re- 
flects all kinds of price move- 
ments, this author’s conclu- 
sions do not appear to be 
entirely supported.? 

3. Trading stamps have increased 
market shares of users, and 
this increase has largely been 
at the expense of non-stamp 
sellers. This conclusion is simi- 
larly suspect. Market shares 
were measured as a percentage 
of total national retail sales in 
most cases. This is not neces- 
sarily the most workable con- 
cept of “market shares.” 

4. With respect to effects on re- 
tail competition, most writers 
concluded that trading stamps 
do not affect new entry condi- 
tions, nor do they cause “re- 
tail failures.” * It is admitted, 
however, that non-stamp sell- 
ers do react either by price 
reduction, some variation of a 
stamp plan, or a competing 
stamp plan, or higher media 
advertising to protect both 
their profit and market posi- 
tion. 


These are the conclusions of the 
literature extant on trading stamps. 
My purpose is not to take issue with 
them; rather, this article hopes to 
point out the many problems that 
emerge when trading stamps are looked 
at closely, and to provide a framework 

2 See in particular, “On Being Fooled by Figures: 


The Case of Trading Stamps,” Journal of Business, 
October 1958, pp. 304-310. 

8 See Charles F. Phillips, “Trading Stamps and 
Retail Failures,” Journal of Marketing, January 
1958. 


in which these problems may be ana- 
lyzed. In particular, trading stamps 
will be related to some of the com- 
monly used tools of the economist. 

These studies certainly show the 
popularity of trading stamps with re- 
tailers. “Food” stores, particularly the 
large chains, accounted for nearly 60 
per cent of all trading stamps distrib- 
uted in 1957. The remaining 40 per 
cent was distributed among large de- 
partment stores and almost every con- 
ceivable type of retail outlet from tour- 
ist courts to funeral parlors. Retail 
sellers giving stamps accounted for 
nearly 12 per cent of total retail sales 
in 1957.4 


Stamp Plan 


Generally, a trading-stamp plan is 
centered around one large department 
store or “food” store chain, and a clus- 
ter of smaller, ostensibly noncompeting 
sellers. Research with consumer-baiting 
devices such as trading stamps has 
shown that the popularity of a plan 
among consumers is directly correlated 
with the speed with which consumers 
acquire credits for premiums. Conse- 
quently, although stamps are used by 
a wide type-range of retail sellers, they 
are most popular with those selling con- 
venience goods. Thus food stores, par- 
ticularly supermarkets, offer the con- 
sumer a chance to fill his stamp books 
quickly while buying commodities he 
would have purchased anyway.° 

The supposedly noncompeting sellers 
that adopt a stamp plan around a 
larger chain- or department-store out- 
let may have a variety of reasons for 
doing so. It may be the most desirable 

United States Bureau of Labor Statistics, Retail 


Food Prices by Cities, September 1956, pp. 25-30. 
5 Beem, Iec. cit., pp. 123-25. 
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method of centralizing its advertising 
impact, whereas an equivalent expendi- 
ture on media advertising could only 
have been spread very thinly over the 
outlet’s prospective customers.® 

On the other hand, many of the 
smaller retailers have purely defensive 
reasons for joining a chain- or depart- 
ment-store-oriented stamp plan. If a 
men’s clothing store, for example, in 
the immediate market area of a de- 
partment store shunned an opportunity 
to enter a plan, it could very well be in 
a less competitive position vis-d-vis the 
department store’s clothing department 
(unless the clothing store was abso- 
lutely confident that it had successfully 
isolated its revenue curve). Adoption 
of stamps for defensive purposes might 
also be thought of in another connec- 
tion. Consider the case of the owner 
of a corner grocery store selling high- 
grade foodstuffs and providing the 
maximum amount of delivery and other 
services which have the effect of suc- 
cessfully isolating his revenue curve. 
But he may still adopt stamps. Al- 
though he has no doubts about passing 
through the costs of a stamp plan in 
higher prices because of the shape 
of his revenue curve, he undertakes 
stamps purely as a convenience to his 
customers (who are probably also 
supermarket customers). This type of 
retailer then is a “stamp vendor”: the 
stamps may have no effect on his reve- 
nue curve, and indeed he probably ex- 
pects none. 

Under another definition of the 
“market,” the seemingly simple method 
(a cluster of “noncompeting”’ sellers 

*E. H. Gault, “Trading Stamps—Are They Good 


for Retailers?” Michigan Business Review, No- 
vember 1955. 
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around a department or food-chain 
store) by which trading-stamp plans 
are organized and sold can have sig- 
nificant effects on the nature of retail 
competition. Logically the introduction 
of a stamp plan by at least one firm 
whose market position is strong in 
most of the products it sells should 
affect the entire complex of retail com- 
petition. As Weiboldt’s (a large de- 
partment store in Evanston, III.) adopts 
a stamp plan, for example, appliance 
stores, men’s and ladies’ clothing stores 
in Evanston, as well as other retailers, 
will react by whatever means they can 
muster at least to protect their revenue 
curves, and if possible to improve them 
in terms of the degree of isolation from 
rivals. Even Marshall Field’s may now 
put more items in its basement and 
advertise them more heavily. 

Consumers probably budget their ex- 
penditures over “food,” “clothing,” 
“entertainment,” and similar catego- 
ries, and when markets are defined in 
these terms, something which happens 
in one market segment—particularly 
if it is a large one—is not without 
effect in another. Looked at in this 
manner, trading stamps can be seen 
to have profound effects on the na- 
ture of retail competition. Not only 
can they affect the entry conditions for 
a particular “food” or “department” 
store, but they can have derivative ef- 
fects on the entry conditions in other, 
more narrowly defined, markets (cloth- 
ing, appliances, etc.). 

Although the generalization is diffi- 
cult to verify empirically, one should 
expect that the “food” and “depart- 
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ment” stores would be the most com- 
mon users of trading stamps. Over- 
head costs are substantial, but their 
short-run unit cost curve is probably 
fairly flat (and may be falling) over 
a wide range of successively increas- 
ing sales volume before turning up- 
ward. It would not be unreasonable 
to expect that a sudden increase in 
sales volume could be handled with only 
a minimum adjustment of internal fac- 
tors. On the other hand, a smaller re- 
tailer probably has less flexibility in 
his short-run scale of operations. These 
outlets still have proportionately sub- 
stantial overhead costs, and may even 
have flat or falling unit cost curves, but 
sudden increases in sales volume can- 
not persist too long or in great mag- 
nitude before significant additions 
would have to be made to capacity. 
Additions to total costs which will vary 
with the scale of operations, such as 
trading stamps, will thus fall unevenly 
over retailers. The trading-stamp com- 
pany charges the same price per stamp 
regardless of the volume purchased. 
For retailers purchasing large amounts 
of stamps, stamp costs as a percentage 
of average total costs are smaller and 
vice versa. The net effect in either case 
may be to raise retailers’ cost curves 
vertically by an amount equal to their 
respective stamp costs. 


Survey of Literature 


Since much of the subsequent dis- 
cussion will be largely qualitative, it 
may be well first to survey briefly the 
literature on retail competition in gen- 
eral in order to place the following 
sections into their proper context. 

Not all writers are entirely agreed 


on how retailing approximates the eco- 
nomic behavior which underlies most 
of contemporary price and output 
analysis. It has been said, for example, 
that retailers price according to per- 
sonal whimsy or fancy, with no logical 
ordering or consistency and without re- 
gard to marginal principles. Yet many 
other writers who have examined re- 
tail behavior have found an internal 
logic in pricing decisions that in vary- 
ing degrees fits established economic 
doctrine. These studies have shown re- 
tailers to be rational pricers, interested 
in short-run maximization and operat- 
ing according to special assumptions 
about the shape of their demand func- 
tions.” 

Similarly there has been disagree- 
ment on the shape of retailers’ cost 
functions. Several investigators have 
insisted that it is U-shaped although 
the diversity and heterogeneity of re- 
tailing units with respect to size, own- 
ership form, variety of items handled, 
and differing degrees of common or 
joint cost—possibly even demand— 
would seem to make these conclusions 
very guarded ones. 

It is not surprising that there is also 
disagreement among writers as to the 
“nature” of retail competition. Is it 
more or less close to the “competitive 

TE. R. Hawkins, “Price Policy and Theory,” 
Journal of Marketing, January 1954; Ralph Cas- 
sady, Price Making and Price Behavior in the Pe- 
troleum Industry. Petroleum Monograph Series, 
No. 1. New Haven: Yale University Press, 1954. 

8 The literature on this subject is quite large, and 
only a few studies will be noted here. Joel Dean 
and R. W. James, in The Long-Run Behavior of 
Costs in A Chain Shoe Store (Chicago: University 
of Chicago Press, 1942) described a U-shaped fune- 
tion. K. Plant and H. F. Fowler, “The Analysis 
of Costs of Retail Distribution’’ (Oxford University 
Institute of Statistics Bulletin, May 1939), and a 


later study by R. Bellamy (ibid., October 1946) 
cited opposite findings. 
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model,” the oligopoly problem, or the 
Chamberlinian large numbers case? 
Rothschild feels retail trade comes un- 
der Chamberlin’s system while W. Ar- 
thur Lewis and Phillip Andrews find 
it the “most competitive line of in- 
dustry.” ° Some writers have attempted 
to treat retail competition as a large- 
numbers case and there are a number 
of articles in the literature on scale 
of operations, selling costs, monopoly 
rents, and the like.*° A recent survey 
article by Hollander listed four pre- 
dictions stemming from the large- 
numbers case which empirical work 
should test: 


1. By virtue of unique location 
each retailer enjoys a spatial 
monopoly. Service or other 
differentiation devices may pro- 
vide other monopolistic ele- 
ments. 

2. “The sloping demand curve 
leads to quasi-monopolistic 
pricing and to operations at 
less than optimal scale. Imposi- 
tion of controls, such as resale 
price maintenance, tends to 
weaken competitive elements in 
pricing. Retail rents reflect the 
monopolistic factor.” 

3. These factors, when they tend 
to widen retail margins, attract 
additional sellers, which has the 
effect of reducing operations 
still further below optimum 
levels. 


®*K. W. Rothschild, “Price Theory and Obligop- 
oly,” Economic Journal, September 1947; W. A. 
Lewis, “Competition in Retail Trade,’ Economica, 
November 1945; P. W. S. Andrews, “Some Aspects 
of Competition in Retail Trade,”” Oxford Economic 
Papers, June 1950. 

10 Lewis, supra; P. Ford, “Excessive Competition 
in the Retail Trades,” Economic Journal, September, 
1935; M. Hall and J. Knapp, ‘‘Number of Shops 
and Productivity in Retail Distribution,’ ¢bid., 
March 1955. 
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4. Multiplicity of sellers pro- 
motes heavy selling and promo- 
tional costs.** 


Hollander indicates that only (4) 
seems to be an empirically unfounded 
prediction although the evidence on (2) 
is highly mixed. 

I do not intend to evaluate closely 
these predictions as affected by a de- 
vice such as trading stamps. Actually 
the kind of retail competitions we shall 
have in mind would seem to conform 
more to a chain oligopoly situation 
rather than a large-numbers case: spe- 
cifically, conjectural interdependence 
seems to be very much in evidence. 


Revenue Curves 


With this brief introduction of the 
literature out of the way, the next sec- 
tion will attempt to develop conditions 
of retailers’ revenue curves under 
which the costs of a stamp plan will 
or will not be passed through by price 
increases as looked at from the view- 
point of the retailer. The price changes 
that will be dealt with throughout are 
money prices. Of course, looked at 
from the consumer’s standpoint these 
may not be the relevant changes: we 
should be interested in this case with 
“real” price changes. But in order to 
handle this approach, more extended 
analysis is needed than is presented 
here. It might be well, however, to 
point out several things in this con- 
nection. If the change in money prices 
is greater than the premium or cash-in 
value of the stamps, then we should 

11S. C. Hollander, ‘‘Theoretical Implications of 
Empirical Research on Retail Pricing,” American 


Economic Association, Papers and Proceedings, May 
1957, pp. 260-61. 











92 JOURNAL OF RETAILING 


expect rational consumers to react 
negatively to a stamp plan since this 
would represent an adverse change in 
“real” prices. If the obverse were true 
consumers might view this as a ‘“‘favor- 
able” change in “real” prices and react 
positively toward any stamp plan. 

But can we expect consumers to 
behave in this fashion? Indeed do 
trading stamps help them to distinguish 
“real” price movements? This seems 
doubtful. Beem estimated the cash-in 
value of stamps in terms of quoted re- 
tail prices during 1957 as $2.45 (aver- 
age) per 1,000 stamps; in terms of 
dollar purchases this is $2.45 per 
$100.1? It would take only a very small 
change in money prices to wipe this 
saving out. Consumers probably are 
not aware of the “value” of their 
stamps, and it would be hard to argue 
that they would be able to apprehend 
changes in “real” prices although they 
would clearly recognize severe money 
price changes. But if a money price 
change can be thinly spread among 
many thousands of items, consumer 
ignorance would permit these changes 
to go unnoticed. After all, how many 
of us have shopped at adjoining food 
stores at different times and found the 
same kind, size, and type of product 
differently priced? If the consumer is 
as careful a shopper as is commonly 
supposed, how can situations such as 
these persist very long? 

Moreover, there have been estimates 
of stamp costs which have ranged 
from 1.6 per cent to as high as 3 per 
cent of total sales.** Operating profit 
ratios before taxes are also estimated 
as ranging from 1.2 per cent to nearly 


3 per cent in 1956."* This, of course, 
raises an interesting point with respect 
to the feasibility of a retailer’s absorb- 
ing the costs of a stamp plan: if his 
operating margins before stamps is 
such a small percentage of total sales, 
how can he maintain profit positions if 
this “gain” is wiped out by the cost of 
stamps? Obviously he could raise his 
prices. 

In the following cases, it will be as- 
sumed that only one redemption center 
is maintained and it is stocked by the 
Stamp Company. The question of who 
maintains the redemption center makes 
considerable difference on the costs of 
a plan to any given retailer. The litera- 
ture is not too clear on this point, so 
for convenience we shall consider this 
redemption center as part of the serv- 
ices or stamps sold by the Stamp Com- 
pany. The Stamp Company’s price is 
thus the cost of the plan to the partici- 
pants, and if the Stamp Company 
charges the same absolute price per 
stamp to all, average and marginal 
costs will be raised by exactly this 
amount over their entire range, assum- 
ing all consumers offered stamps take 
them. We shall also assume that all 
retailers have downward sloping de- 
mand curves and that shifts in these 
curves will not affect the shape of the 

12 Beem, Joc. cit., p. 129. 

18 Beem, Joc. cit., pp. 133-34. 

14 Beem, Joc. cit., p. 128. W. England estimated 
“net operating gain” of 55 food chains in 1956 as 
1.68 per cent. This apparently represented “gain” 
exclusively from store operations. See Wilbur B. 
England, “Operating Results of Food Chains in 
1956,” Harvard Business School, Bureau of Busi- 
ness Research, Bulletin No. 151, vi. It is interest- 
ing to note that these data closely correspond to a 
recent analysis of census data by J. D. Hughes and 
S. Pollard for Great Britain. See ‘‘Gross Margins 


in Retail Distribution,” Oxford Economic Papers, 
February 1957, pp. 75-87. 
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cost functions.** One other word of 
explanation: the curves dealt with be- 
low are technically short-run firm 


15 Since we have admitted earlier that chain oli- 
gopoly conforms closely to what we are talking 
about there may be some question about whether or 
not any revenue curves can be drawn at all. How- 
ever, we shall assume they can and state as our 
reason that ruling out the kink problem, there is 
some flexibility over which a seller can move his 
prices without fear of retaliation. It may be well 
also to specify the important assumptions underly- 
ing these curves. In particular they assume that: 
(1) a retailer can estimate his revenue curve cor- 
rectly; (2) shifts in these curves are also correctly 
known; (3) market demand curves are also known 
before and after shifts in individual curves. These 
assumptions, however, do not inhibit the use to 
which these curves are put in this article; they are 
meant to illustrate the relationship between revenue 
curves and money prices before and after trading 
stamps. 
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MC2 3 


curves, but from the standpoint of re- 
tailing they may in fact be quite long- 
termed, Redesigning or adding a new 
outlet for a retailer is a major step and 
is truly a long-run proposition more 
than likely induced by exogenous 
forces. What he desires most, how- 
ever, is to utilize the existing outlet as 
close to capacity and for as long as 
possible. Consequently, although our 
discussion is in terms of short-run 
curves, they would seem to have more 
applicability insofar as they pertain to 
retailing than might appear at first 
glance. 
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Cases I-III (Figures I-IIl) 


Marginal costs and revenue curves 
before stamps are moderately steep in 
Figure I. The pre-stamp equilibrium 
position gives a price of P, and sales 
S:. As stamps are introduced mar- 
ginal costs are shifted outwards to 
MC, and revenue curves are shifted 
parallel and rightwards. P, and Sz, 
both greater than P, and S,, are the 
new equilibrium combination. Now, 
assume the same shift in the marginal 
cost curve (MC;), but this time the 


effect of trading stamps is to flatten 
out the pre-stamp revenue curves (it 
is rotated around the pre-stamp equi- 
librium price P,). This leads to a | 
greater S (S;) but a lower post-stamp 
price (Ps). 

The same experiments were per- 
formed in Figures II and III under 
rising and then constant marginal cost | 
conditions. In both cases post-stamp | 
prices were lower than pre-stamp prices 
when the effect of trading stamps was | 
to flatten out the pre-stamp revenue 
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FIGURE V 
HORIZONTAL REVENUE CURVE 
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curve, but higher when shifted right- 
ward in parallel fashion. 


Figures IV-VI 


A further illustration could be noted 
by starting with the case of retailers 
with horizontal revenue curves: if the 
effect of stamps is to disturb these 
curves into steeper and steeper posi- 
tions, maximization with the new curves 


MC, MC, “MR, 


AR 


results in higher post-stamp money 
prices whether marginal costs are ris- 
ing or falling (Figures IV and V). 
However, in the case where marginal 
costs are falling, if the shift in revenue 
curves to downward sloping positions 
is very slight, not only can sales be 
greatly increased, but the possibility of 
higher post-stamp prices is slight (Fig- | 
ure VI). What is likely to happen, 

however, is that these revenue posi- 
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tions will not be maintained indefinitely 
and either the curves become steeper 
as in Figure V or again revert to hori- 
zontal positions. But it is extremely 
doubtful that a retailer who was operat- 
ing under conditions of falling mar- 
ginal costs would view his revenue 
curve as horizontal in the first place. 
For our purposes, then, Figures I 
through III appear more empirically 
relevant. 

If we start with downward sloping 
revenue curves, the closer these ap- 
proach horizontal or flatter positions 
as a result of stamps, the less is the 
likelihood of higher post-stamp money 
prices. Conversely the steeper a reve- 
nue curve becomes as a result of 
stamps, the more likely is a higher 
post-stamp price. In both cases, 
changes in the curves as a result of 
stamps are looked at from the stand- 
point of pre-stamp maximization posi- 
tions. 


Revenue Curves Before Stamps 


We must next inquire as to the shape 
of retailer's revenue curves before 
stamps. This is “guess work,” but as 
a generalization we shall assert that 
only the “quality,” ideal location, and 
high-grade specialty retailers have steep 
and possibly fairly inelastic revenue 
curves. Retailers such as department 
stores, food supermarkets, in general 
those merchandising convenience and 
some shopping goods, have flatter and 
probably more elastic revenue curves. 
If the effect of trading stamps is to 
shift or tilt a retailer’s revenue curve 
to flatter positions, then there is no 
possibility of an increase in post-stamp 
prices; but if the reverse holds, then 
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there is every possibility. Thus it be- 
comes important to know what effect 
trading stamps do have upon revenue 
curves. Testing this (if it can be 
tested at all!) is a complex empirical 
problem, but it may help us if we 
speculate on what the retailer antici- 
pates as the effect of trading stamps 
on his revenue curve. 

It is debatable whether a retailer 
wants a relatively flat revenue curve 
except for very short periods. Indeed, 
the phenomenon of trading stamps 
probably arises in the first place be- 
cause a multiplicity of sellers of highly 
substitutable goods have had their 
revenue curves obscured, flattened. 
Consequently, effective methods of dif- 
ferentiating their “store” are sought. 
Trading stamps thus appear because 
the sellers are looking toward isolating 
their revenue curves from competing 
sellers. What they would seem to want 
is a less elastic, but definitely, at least, 
a steeper revenue curve. If the device 
can also shift market shares, the re- 
tailer would be doubly blessed, and no 
doubt this result is hoped for. But the 
retailer must view the problem in an 
atmosphere of conjectural interdepend- 
ence: rivals will not stand idly by. 
This would seem to put some upper 
tolerance limit on shifting market 
shares. What the retailer hopes to do, 
then, is to tilt his revenue curve for- 
ward around the pre-stamp equilibrium 
price, or if possible shift it rightwards 
to positions of steeper slopes. From 
our previous discussion, this would 
mean that eventually maximization 
would require a higher post-stamp 
money price. 

A retailer may be willing, however, 
to forgo maximization temporarily and 
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absorb part or all of the costs of the 
plan by maintaining pre-stamp money 
prices. This might be done, for ex- 
ample, where shifting or tilting the 
revenue curve represents a larger mar- 
ket share, or even an initial market 
share for a new or formerly fringe 
seller. Once such a seller had achieved 
the desired increase in market share or 
the market niche sought, he could then 
maximize by burying the costs of the 
plan through price shading. This pos- 
sibly is quite likely, especially for 
retailers selling many thousands of 
items.’® 


Why Trading Stamps? 


Most retail sellers adopt any differ- 
entiation measure in the hope that it 
will isolate its revenue curves, but why 
should trading stamps be preferred 
over other alternatives? Some possible 
explanations have already been offered 
in earlier sections. Another one may be 
that retailers feel that in an aggregate 
and absolute sense trading stamps have 
the effect of increasing consumer de- 
mand for retailed products. This seems 
a doubtful result, but it does raise ques- 
tions as to what effect, in the final 
analysis, trading stamps have on the 
pattern of consumer expenditures. Will 
consumers, for instance, now defer pur- 
chases of appliances until they accrue 
enough filled stamp books, then cash 
them in? 

On the other hand, if the “market” 
is thought of in broad enough terms 


16 Of course one way all retailers could avoid the 
“no higher prices after stamps problem’ would be 
to inch prices up equivalent to the expected or esti- 
mated costs of the stamp plan before actually adopt- 
ing it. 


and in a_ geographically restricted 
sense, a device such as trading stamps 
might actually increase the “total size 
of the pie’ to be split among sellers, 
Consider a local retail market where 
there are only three department-store 
sellers although there are many other 
smaller sellers of convenience and 
shopping goods. All the department 
stores have identical cost structures and 
fairly flat revenue curves, but Stores 
A and B between them take 70 per 
cent (35 per cent each) of the market, 
defined as “department-store sales.” 
Now assume that Store C adopts trad- 
ing stamps and that there is no change 
in ““market demand” (total department- 
store sales).*’ The effect of stamps is 
to shift Store C’s revenue curve right- 
ward enough to increase its market 
share by 10 per cent, to a 40 per cent 
total. This could only be accomplished 
at the expense of Stores A and B 
whose revenue curves have been shifted 
leftward, leaving their market share 
each at 30 per cent, 60 per cent alto- 
gether. (We are assuming that C 
draws equal amounts of customers 
from A and B.) Store C knew, how- 
ever, that A and B would not react pas- 
sively and that once their market shares 
dipped, they would either lower prices, 
try some consumer-baiting device, or 
adopt an opposing stamp plan, which 
is what, in fact, is done by both stores. 
But this takes time.*® 


17 It is assumed for the moment that the “depart- 
ment-store market’’ is in isolation from all other 
markets. 

18 We are assuming, that the Stamp Company’s 
price is the same for all three, but this need not be 
the case and likely is not. The second and third 
plans would probably be more expensive since the 
advertising effort of the Stamp Company would have 
to be very intensive to penetrate the new-market 
share of Store C. 
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The process that will now ensue will 
probably be something like the follow- 
ing: Stores A and B will be trying to 
push their revenue curves rightward to 
at least where they were before C be- 
gan its action. Again assuming there 
is no change in the “market demand” 
and that our isolation assumption is 
still held, shifts in any one store’s mar- 
ket share will be at the expense of the 
others. Store C’s revenue curve may 
now be pushed leftward but not back 
to its original position. Stores A and 
B will have their revenue curves shifted 
rightward but not back to original 
positions. Only Store C is likely to at- 
tain any net benefit as a result of 
trading stamps as this process goes on: 
all it need do is hold a part of its stamp 
gain, which is not unlikely, and this 
becomes clear. 

This situation, however, seems arti- 
ficial and unreal, and what is likely to 
happen is that the cluster of non-de- 
partment stores will begin to lose cus- 
tomers to the “department-store mar- 
ket” the moment C adopts stamps, and 
will continue to do so as A and B 
retaliate. (This amounts to dropping 
the “isolation” assumption previously 
made.) Another way for department 
stores to encourage this action is 
through adding “new lines” or prod- 
ucts.‘* There are doubtless many other 
ways, if any ways other than stamps 
are needed. But it is quite possible that 
the total market of “department-store 
sales” can be increased over what it 
was before stamps. 

There are innumerable variations 
that might be attempted with the fore- 

See the discussion of Hollander’s paper by 


Henry D. Ostberg, in American Economic Associa- 
tion, Papers and Proceedings, May 1957, pp. 286-87. 
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going case. The purpose in presenting 
it, however, was to show: (1) how 
trading stamps might initiate a process 
of shifting market shares; (2) how it 
is possible for stamps to affect the 
“size” of a restricted market (which 
may explain why they are adopted in 
the first place when retaliation is ex- 
pected) ; and (3) to illustrate some- 
thing about the timing of trading 
stamps. For whatever it is worth, there 
has been some empirical work which 
suggests that the first retailer in a 
market adopting trading stamps has 
the greatest success in shifting his 
revenue curve.*° 


Conclusion 


Only a small part of the problems 
connected with trading stamps has been 
touched, even from the standpoint of 
retail competition. Income distribution 
and welfare implications, in general, 
might also have been examined. Never- 
theless, it has been shown that retailers 
use trading stamps to tamper with their 
revenue curves: specifically, they make 
this curve steeper in slope and isolate 
it as far as possible from other sellers. 
Increasing market shares is undoubt- 
edly an important part of this process, 
which probably also explains why 
fringe sellers are the most common 
initiators of a stamp plan. Secondly, 
the types of revenue curves and the 
motives for using them suggest that 
stamp costs may be passed through to 
the consumer in higher prices. And 
thirdly, the timing of trading-stamp 
use, with respect to changing the shape 
and location of a retailer’s revenue 
curve, seems important. 


See Beem, Joc. cit., pp. 131, 135. 
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method? 


under the control of ICC. 





How can shipper co-operatives help meet the problem of increasing 
transportation costs? What methods are used in the formation of 
these co-operatives? What are the pros and cons of using each 


These and other questions are explored, with some reference to 
the legal difficulties which may arise if co-operatives are brought 








Increasing costs faced by retail busi- 
ness coupled with decreasing profit 
margin have made it necessary for re- 
tailers to focus more attention than 
ever on their transportation policies. 
Engrossed in their primary duty—the 
sale of merchandise—retailers have 
neglected the area of savings through 
improved transportation service and 
cost reductions. The current business 
downswing has also emphasized a need 
for more attention to transportation, 
and has brought about an increased 
interest in low-cost shipping methods. 

As early as the 1890's, shippers were 
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concerned about the high charges of 
less-than-carload shipments. It was 
then that the freight forwarder, spe- 
cializing in small shipments, came into 
existence. After a series of disagree- 
ments with the railroads, the freight 
forwarders were brought into regula- 
tion under the ICC by the Freight For- 
warders Act of 1942, which became 
Part IV of the Interstate Commerce 
Act. The freight forwarder operates 
on a margin which is the difference 
between the regular carload or truck- 
load rates which he pays and his own 
published rates. The published rates 
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of the freight forwarder are ordinarily 
lower than the same movement by the 
railroad or motor carrier. In this way 
the freight forwarder became “‘a trans- 
portation agency of function using 
one or more types of carriers to pro- 
vide a complete service and responsi- 
bility for the through movement of 
less-than-carload or small shipments.” ? 

Today the major innovation used by 
retailers to fight high transportation 
costs has been centered around freight 
consolidation through nonprofit ship- 
ping co-operatives. There are several 
methods which have been employed in 
the formation of these groups. In 
some cases, the Chambers of Com- 
merce became interested and formed 
a chartered association. In other cases, 
the Retail Merchants Association took 
a similar course. Finally, in other 
cities, individual department stores or 
other businesses combined their effort 
and secured the services of an agent 
to supervise the operation and form 
the organization. 


Benefits and Services 


These associations are formulated 
with the following benefits and services 
for the retailers : 2 


1. Reduction in transportation 
charges which is the primary 
reason retailers join the asso- 
ciation. 

2. Saving in time since the as- 
sociation ships by direct car- 
load shipments which arrive in 
a shorter time. 


1The Retailer's Transportation Manual, American 
Retail Federation, Washington, D.C., p. 25. 

*Are You Wasting Money in Shipping?’ Re- 
search Institute of America, Inc. File, March 31, 
1958, p. 1. 
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3. Reduction in loss and damage 
due to the loading and unload- 
ing of full cars by specialists 
in the particular types of com- 
modities. 

4. Savings in paperwork costs 
since the association handles 
all the bookkeeping arrange- 
ments and submits single bills 
to members periodically. 
Elimination of time-consum- 
ing details since the association 
takes care of all claims against 
carriers, expedites shipments, 
and performs other traffic 
services. 

6. Savings in lower insurance 
premium rates since the asso- 
ciation provides broader cover- 
age than is possible by an indi- 
vidual shipper. 


wu 


Typical Association 


The stated objective of one such co- 
operative association of retailers is: 
“to procure for members, through the 
pooling and consolidation of freight 
shipments, reductions in landed costs 
at no sacrifice of transportation serv- 
ice.” 

This particular association was or- 
ganized in 1952 and has extended its 
operation to include a number of cities 
containing a large number of suppliers 
and connecting these points with the 
local area it serves. The association 
is managed by a Board of Directors 
composed of employees of member 
firms. The actual operation is super- 
vised by an executive secretary who 
receives payment according to the 
weight of total merchandise shipped. 

The association carries all merchan- 
dise bought or sold by a member ex- 
cept freezables, order notify, or 
C.O.D.’s. Predetermined pricing is 
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used ; thus the landed cost of any item 
is immediately known by the member. 
The association also carries insurance 
to cover members against refusal of a 
transportation company to honor legiti- 
mate loss or damage claims. 

The association guarantees lower 
landed costs to its members as well as 
second-morning deliveries from New 
York and overnight delivery from Chi- 
cago. These are the two advantages 
most often stressed by the association 
and are considered to be of major im- 
portance. A likely question asked by 
retailers would be: does the association 
really provide economies to the indi- 
vidual retailer or wholesaler? Another 
question which concerns the consumer 
is; are the economies, if any, received 
by membership in a co-operative asso- 
ciation reflected in the store’s pricing 


policy ? 
Advantages and Disadvantages 


In discussing this matter with a traf- 
fic manager of a member firm of the 
association used as a model for this 
study, it was evident that retailers do 
effect economies by such affiliation. 
While this company does not ship the 
majority of its orders through the as- 
sociation, it is the belief of manage- 
ment that important savings are 
achieved, especially by the smaller re- 
tailer. A large department store usu- 
ally has a sufficient volume from the 
major market areas to justify a pool- 
car arrangement of its own. By this 
method the shipper receives a lower 
rate by virtue of the volume shipped. 
The small independent retailer, how- 
ever, may find it difficult to arrange a 
pool-car shipment and consequently he 
must ordinarily ship by “less-than- 
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carload” rates which are more expen- 
sive. A shippers co-operative may offer 
distinct transport advantages to either 
large or small retailers on that portion 
of their freight which fails to reach 
sufficient volume for full carloads. 

The time factor is also important for 
smaller stores not located in the down- 
town area. Overnight and _ second- 
morning deliveries arrive at the termi- 
nal at 6 a.M., allowing delivery before 
noon of the same day. Regular freight 
would be delayed at least one more 
day. 

A major disadvantage revealed, 
however, was the problem of shipping 
from the resources to the consolidation 
point. Resources located in outlying 
areas may cause local cartage costs to 
the consolidation terminal to exceed 
savings effected by the association. 
While some resources will pay for this 
transportation charge, the majority do 
not pay any shipping charges at all. 

The cost structure established by the 
Association is in terms of landed cost, 
which includes both transportation 
and consolidation and local delivery 
charges. Transportation is determined 
by the city from which the shipment 
originated and the weight bracket for 
the total of all orders at that city in 
one day. The consolidation expense 
covers the cost of receiving, checking, 
and loading the freight, plus the time 
used to list on one freight bill the en- 
tries covering all orders received on 
one day. This cost is computed on 
a weight factor only. 


Value Related to Store Size 


The question of whether or not sav- 
ings in transportation charges through 
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shipping co-operatives are reflected in 
pricing depends, in part, on store size. 
In a large organization, buyers are not 
fully acquainted with transportation 
problems and costs. While large stores 
are becoming more aware of the neces- 
sity for a fuller understanding by their 
buyers, it is difficult to reflect trans- 
portation accurately in pricing. 

Many large department stores do not 
individually assess each shipment since 
the book work involved would entail 
considerable expense. Instead, trans- 
portation charges are shown on the 
buyer’s monthly profit-and-loss_ state- 
ment. Also the cost-of-service offered 
by the association is based on the en- 
tire day’s shipment and is often diffi- 
cult to assess against an individual 
order. Thus, savings are reflected in a 
most indirect way. 

In a smaller store, however, it is 
more customary for the buyer to take 
transportation into account when pric- 
ing the merchandise. In this case, par- 
ticularly when reorders and national 
brands are not predominant, savings 
effected by co-operatives may be di- 
rectly reflected in the pricing. Since 
transportation is such an important ex- 
pense for a small store and control of 
buyer’s action is more direct, knowl- 
edge of transportation policy by the 
buyer is more complete. 

This question can also be answered 
in terms of the type of store opera- 
tion. It is much more likely that trans- 
portation savings would be more im- 


portant in a promotional store which 
depends mainly on price appeal for its 
competitive advantage. A semipromo- 
tional or nonpromotional store does 
not depend as heavily on price since it 
offers service, reputation, and prestige 
as competitive appeals. 


What Effect on Pricing? 


It seems apparent, however, that 
any store could profitably use sav- 
ings through shipping consolidation. 
Whether these savings will be directly 
reflected in price reductions, in the 
amount and quality of services offered, 
or in the store’s profit margin will de- 
pend on such variables as size and type 
of operation. 

As transportation costs continue to 
increase and stores are forced continu- 
ally to reduce costs, the future of non- 
profit shipping co-operatives appears 
bright. Its benefits in money saved in 
transportation charges, and also in 
transit time on less-than-carload ship- 
ments are strong advantages today for 
all progressive retailers. 

However, a problem which is pres- 
ently facing the nonprofit shipper’s co- 
operatives is the possibility of federal 
legislation that would bring these as- 
sociations under control by the ICC or 
might actually declare them _ illegal. 
While no attempts have as yet been 
successful, the possibility still looms in 
the future. 
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fered the carpet manufacturers an op- 
portunity to stabilize their raw-ma- 
terial costs. Rayon, nylon, Acrilan, 
the solution-dyed rayons and acetates, 
the textured-yarn nylons, Creslan, and 
cotton have moved into this market. 
The result has been a steady downward 
trend, since 1952, in consumer prices of 
carpeting. 

The downward trend in carpeting 
prices and the upward trend of carpet- 
advertising volume are not necessarily 
cause and effect, but the coincidence is 
noteworthy. The facts suggest a pos- 
sibility that price inflation is not in- 
evitable; that hard competition for a 
market may stimulate the production of 
better—or at least, equally desirable— 
items at lower cost to the consumer. 
It may even be possible that prosperity 
does not depend upon a constantly ris- 
ing level of prices, but rather upon the 
development of product-price relation- 
ships which appeal to the consumer as 
attractive values. It is also possible that 
moderation in price may appeal favora- 
bly to the consumer of goods, much as 
the doctrine of moderation appeals to 
the consumer of ideas. 

Excessive price-cutting, the real kind 
or the kind merely dreamed up for 
writing advertising copy, which is both 
frowned upon and practiced by many 
reputable dealers, can “kill” an item. 
Both manufacturing and retailing ex- 
ecutives are genuinely concerned with 
downgrading and price-cutting of the 
kind which ends up with the consumer 
getting a completely unsatisfactory 
product. This is a sequence familiar to 
all retailers of soft goods. A good item 
appears. It catches on with consumers. 
Cheap copies follow. Prices are cut. 


The cut prices are cut again. Quality 
is progressively downgraded to meet 
retailers’ demands for lower and lower 
prices. The sweet item turns sour: 
presently nobody wants to buy such a 
thing, and no merchant in his right 
mind would expect to be able to sell it 
at a profit to his regular customers. 

Some such sequence has been re- 
ported in low-end carpeting from time 
to time over the last few years. Low 
low-end pricing by some carpet stores, 
comparative-price advertising ($12.95 
carpet now $4.95), and the established 
downward trend of carpet prices all 
give evidence that downgrading and 
downtrading are not entirely past his- 
tory in the floor-covering business.* 
But retail linage data from 1958 rec- 
ords indicate moderation rather than 
excessive low-end trading. Consumer 
price trends in 1958 were away from 
the low end, as well as away from the 
upper prices. There was less retail 
advertising priced below $5 a yard, 
and there was less of it priced above 
$10 a yard—the increase has taken 
place at the middle prices: above $5 
and below $10. 

One comparison will make this clear. 
In October 1957, an active month for 
carpet advertising and selling, 59 per 
cent of the retail advertising of carpets 
in nine large cities was priced between 
$5 and $10 a square yard. In October 
1958, an even more active month, ex- 
actly 66 per cent was priced between 
$5 and $10. There was 2 per cent less 
at prices up to $5; there was 5 per cent 
less at prices above $10. The 7 per 

* Comparative-price advertising is being curbed 


this year by new regulations by the Federal Trade 
Commission. 
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TABLE I 


Broadloom Carpeting and TV Set 
Linage, 1947-1958 
Retail Advertising in 
Nine Cities * 


Thousands of Lines 





~ 


f “Broadloom 
Year Carpeting TV Sets 
I screed y's 829 no record 
ic cin icls 0O 1,569 4,730 
ee eee 2,190 14,808 
ee eer 2,441 21,652 
Bs hiciais + ais.o'8s 3,285 18,761 
Sasa koe sate 3,685 12,204 
TS Peis eae iyie's 3,726 10,303 
REE ere 3,822 9,063 
Sr 4,385 9,700 
ee ee 4,823 9,095 
Oe 5,464 6,538 
MN seks sce s, Oe 4,900 


*From complete records of the retail advertising 
of all advertisers of Broadloom Carpeting and Tele- 
vision Sets, 1947-1958 inclusive, and preliminary 
estimates for 1958, by George Neustadt, Inc. For 
New York, Brooklyn, Philadelphia, Washington, 
Pittsburgh, Cleveland, Detroit, Chicago, and St. 
Louis. 


cent gain, applied to an expanded vol- 
ume of advertising, was concentrated 
at middle prices. More specifically, the 
gain all took place at prices between 
$5 and $8 a square yard; there was a 
slight decrease, percentagewise, at 
prices between $8 and $10. 

The nine cities for which retail ad- 
vertising of broadloom carpeting was 
studied are New York, Brooklyn, 
Philadelphia, Washington, Pittsburgh, 
Cleveland, Detroit, Chicago, and St. 
Louis. Together their metropolitan 
areas account for about 24 per cent of 
total U.S. buying power, according to 
data in the Sales Management survey 
for 1958. 

Price data on 76 different lines of 
merchandise have been recorded for 
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TABLE Il 


Retail Advertising of Broadloom 
Carpeting In Nine Major Cities *— 
By Price Zones 


Low Middle High 
(upto ($6.01- ($10.01 
$6.00) 10.00) & over) 


January-June 1957... 32% 48% 20% 
1958... 34 53 13 


July 1957... 33 55 12 
1958... 36 54 10 
August 1957... 32 48 20 


1958... 33 57 10 


September 1957... 32 49 19 
1958... 30 53 17 


October 1957... B 50 20 
1958... 3 50 15 


November 1957... 30 53 17 
1958... 35 53 12 


* New York, Brooklyn, Philadelphia, Washington, 
Pittsburgh, Cleveland, Detroit, Chicago, St. Louis. 

Note: In 1958, Broadloom linage in these nine 
cities was running 5% ahead of 1957. In October 
1958, 66% of the linage was priced between $5 and 
$10 per square yard, in November, 68%. 


these nine cities combined every month 
since 1936 by George Neustadt, Inc., 
analysts of retail advertising. The re- 
lationships indicated can be useful in 
studies of consumer demand and con- 
sumer price trends. 

Table I indicates the divergent trends 
in television-set advertising (down) 
and broadloom carpeting (up) since 
1950. 

Table II shows the retail advertising 
of broadloom carpeting in nine major 
cities by price zones. 

Advertising records for 1958 and 
early 1959 reflect the price trend to- 
ward middle prices. Note the year-to- 
year decreases at prices over $10, and 
increases at prices up to $6 per square 
yard. Advertising linage records re- 
flect an increasing volume of middle- 
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priced broadloom carpeting, and there 
is no indication that this rising trend 
has run its course. On the contrary, it 
appears to be gaining momentum. 
Users of marketing and merchandis- 
ing information are conditioned to ask 
searching questions. Do retail linage 
data really provide dependable indica- 
tors of consumer demand and con- 
sumer price trends? How do linage 
records compare with sales records? 
Each professional in the field will 
want to ask his own questions, and 
search for his own answers. Without 
offering final answers, three observa- 
tions may be worth consideration : 


1. Linage data simply tabulate 
“on the record” retail prices. There 
are no comparable price-volume 
data available from any source, 
except on a limited and confiden- 
tial basis. 

2. When collected on a suffi- 
ciently broad base, linage data have 
internal consistency. They show 
seasonal price and volume varia- 
tions remarkably parallel to sales 
data, in lines where sales figures 
are available for comparison. 

3. Experience in using linage 
records indicates they are dependa- 
ble indicators of price-volume re- 
lationships, and of merchandising 
opportunities. 

For example, Federal Reserve re- 
ports of department-store sales broken 
down by departments, and line-of-mer- 
chandise data from retail advertising 
show a parallel pattern of month-to- 
month variations. In Table III monthly 
percentages of annual total are shown 
(1) from the Federal Reserve data for 
“Rugs and Carpets,” department-store 
sales in 1957; (2) same-year data for 
“Domestic Room-Size Rugs,” and (3) 


“Broadloom Carpeting,” both based on 
nine-city reports of George Neustadt, 
Inc. 

Federal Reserve records are taken 
from a national sampling of depart- 
ment-store sales figures. Neustadt rec- 
ords are a complete tabulation of all the 
retail newspaper advertising of the lines 
covered, in the cities covered. To be 
more specific, how do average price pat- 
terns found in retail advertising linage 
compare with the experience of suc- 
cessful operators ? 

To explore this angle, the advertising 
of leading successful advertisers of 
broadloom carpeting was analyzed. It 
should be pointed out that the pattern 
of success for one advertiser may not 
necessarily fit the needs or objectives 
of any other store; furthermore, the 
differences between individual adver- 
tisers’ price patterns naturally will be 
greater than city-to-city or month-to- 
month variations in national averages, 

The largest retail advertiser of car- 
peting in any major city during the first 
half of 1958 was the Olson Rug Com- 
pany of Chicago. Olson placed 138,000 
lines of broadloom carpeting promotion 
in the Chicago newspapers in this pe- 
riod, nearly 10 times the linage which 
Marshall Field, a leading department- 
store advertiser of carpeting, placed for 
this line of merchandise in the same 
papers during the same six months. In 
linage analysis by type of store it could 
be argued, logically enough, that Olson 
is not a typical carpet specialty store 
operation. Rather, it is a manufactur- 
ing retailer. Therefore, in combining 
linage figures by type of store, Olson 
has been omitted from the carpet spe- 
cialty group. 
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Leaving Chicago out of considera- 
tion, it is apparent that the big parade 
of broadloom carpeting promotion in 
the typical big city is led by a carpet 
specialty store, rather than by a depart- 
ment store. For example, in New York 
City, in the first half of 1958, the lead- 
ing broadloom carpeting advertiser was 
Kaufman Carpet Company, which 
placed 88,000 lines. The leading de- 
partment-store advertiser of this mer- 
chandise, Macy’s, placed 52,000 lines. 
In Detroit, Beckwith-Evans, a carpet 
specialty store, placed 105,000 lines ; 
J. L. Hudson placed 45,000. In Brook- 
lyn, Park Rug Shops placed 70,000 
lines; Abraham & Straus, the leading 
department-store advertiser, 35,000 
lines. 

A recent merchandising study by the 
New York buying office for a group of 
large department stores concluded that 
this predominance of promotion effort 
was practically the only area in which 
the specialty operator held a measura- 
ble advantage over aggressive depart- 
ment-store competition. Evidence was 
produced to show that department 
stores were offering comparable values ; 
that their services were equally satis- 
factory; that superior installation and 
easier credit often claimed for the spe- 
cialty operators were not founded on 
measurable facts. Furthermore, the 
department stores concluded, they had 
a sales point in public confidence that 
was not always fully exploited in com- 
petitive selling. 

Linage records by type of store indi- 
cate that carpet specialty stores as a 
group tend to promote prices lower 
than those offered in department-store 
advertising. Note the variations by type 
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TABLE Ill 


Department-Store Sales vs. All 
Stores’ Advertising of Rugs 
and Carpets—1957 


Per Cent of Annual Volume 
Each Month 








“Federal 
Reserve Advertising Linage** 
Reports 
Rug & Room- 
Carpet Size Broadloom 
Month Sales* Rugs Carpeting 
January ...... 8.2 9.4 7.5 
February 8.6 8.4 8.4 
CS ee 8.1 8.5 96 
WT So Sawant 6.6 6.6 7.2 
ee 8.1 6.9 8.4 
(ee 6.5 6.1 6.7 
WE dk Sees 6.7 6.5 5.2 
August ...... 8.5 FB 8.0 
September ... 8.6 9.9 10.9 
October ...... 11.0 10.8 12.0 
November .... 11.6 10.7 11.1 
December .... 7.5 8.7 5.1 


* Board of Governors, Federal Reserve System. 
** George Neustadt, Inc. 


of store reflected in the composite fig- 
ures for department stores, carpet 
stores, and home furnishings stores 
(see Table IV). Olson Rug Company 
and Sears Roebuck linage percentages 
represent Chicago retail advertising 
only. 

Details by individual stores show that 
some department stores were emphasiz- 
ing low prices, others placed important 
linage at prices above $10, but 11 of 
these 12 stores priced 40 per cent or 
more of their broadloom carpeting lin- 
age at prices between $6 and $10. 

Carpet specialty stores tended to em- 
phasize prices below $6; one store in 
the group of 12 leading advertisers 
placed 80 per cent of its linage at 
middle prices (see Table V). 

Any strong department store may 
take a rugged individual point of view 
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TABLE IV 


Advertised Prices of Broadloom 


Carpeting, January-June 1958 


High 
Low Middle (Over 
(to $6) (togl0) $10) 


12 Department Stores 

(290,000 lines) .... 24% 49% 27% 
12 Carpet Stores 

(595,000 lines) .... 41 50 9 
10 Home Furnishings 

Stores (202,000 

os ey rere 25 50 25 
Olson Rug Company 

Chicago only 

(183,471 lines) .... — 80 20 
Sears Roebuck 

Chicago only 

(37,746 lines) ..... 23 71 6 
All Stores 

Nine Cities * 

(2,693,102 lines) .. 34 53 13 


* New York, Brooklyn, Philadelphia, Washington, 
Pittsburgh, Cleveland, Detroit, Chicago, and St. 
Louis. 


TABLE V 
Advertised Prices of Broadloom 
Carpeting, January-June 1958 


> a a 
S$ sh ot 
12 Department Stores z8 23 = 38 
(including downstairs) a = =: Ue 
AT a2 Biers 5 i. .3.5. 290 24% 49% 27% 
J. L. Hudson, Detroit... 45 20 51 29 
Abraham & Straus, 
ND cadaawes 35 19 31 
Carson Pirie Scott, 
ee ee 33 14 56 30 
Foley’s, Houston ..... 30 48 38 14 
L. S. Ayres, Indian- 
MNES. Gees eS Gales 23 45 > 20 


5 
Shillito’s, Cincinnati .. 20 42 44 14 


Higbee Company, 


Ser 20 16 40 44 
Boston Store, Milwau- 

My ons Sa os \ Saw 19 52 43 5 
Stix Baer & Fuller, 

ee fe 6m 1 Sf lug 
Joseph Horne, Pitts- 

ee ree iy 3S 3 Se 
Bloomingdale's, New 

Ree! eee 6 ss ¥ #8 
Strawbridge & Clothier, 

Philadelphia ....... 1451 499 — 





TABLE V (Cont.) 


12 Carpet Stores 
Bl 12 SCC icc tees. 


Beckwith-Evans, Detroit . 
Kaufman Carpet, New 
SSickvr sein cenkes 
Park Rug Shops, Brook- 
Pessoa se Gaee eee luseN. 
Standard Rug, Phila- 
es eee 
Wayne-Weil, Pittsburgh . 
Penn Carpet City, Wash- 
PEED oa 3 WS SES SSS aes 
Queen City Carpet, Cin- 
oo eee ee 
Sterling Carpet, Cleve- 
a eae ee 
Harry’s Corner, Cin- 
oR oa reese 
Utley Carpet, Houston... 


Peterson-Loeffler, Mil- 


Sn a 


Trad Rug Co., Mil- 
Se eee 


10 Home Furnishings Stores 
Typical Advertisers 


All 10 Stores Combined. 
Sunniland, Houston ..... 
Hahn Furniture, Pitts- 
ee eee 
J. R. Prays Sons, Boston. 
Lammert’s, St. Louis.... 
Colonial Furniture, In- 
a | re 
W. & J. Sloane, New 
UNE Heat ses anseemins cc 
Fish Furniture Company, 
0 ee ee ee 
Curtis Bros., Washington. 


Ludwig Baumann-Spears, 
a dy o. . a ee 


Mayer-Marks, Cleveland . 


Linage 
(add 000) 


— wo 
Co } 
ono 


51 


40 


39 


38 
23 


17 


13 


(add 000) 


Linage 


t% 
— 
to 


wn BS Low % 


51 


33 


20 
20 


BW W Middle % 


BN 
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67 


ce S Middle % 
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12 
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TABLE VI 


Advertised Prices of Broadloom 
Carpeting, January-June 1958 


> a 
.s ¢ «lS 
2 ~ 
10 Group “X” ot ws tog & 
Department Stores zs z= 3 = $ 8 
(upstairs only) jaan” wale —— 

All 10 Stores Combined. 227 10% 51% 39% 

Halle Bros., Cleve- 
Ee eases te ees 43 24 36 40 


WwW 

~~ 
oO 
wn 
— 
_ 
— 


J. L. Hudson, Detroit. 
Kaufmann’s, Pitts- 


BE SON Senseeescs Fis a 
John Wanamaker, 

Philadelphia ....... 21 1 93 6 
B. Altman, New York. 20 — 34 66 


Higbee Co., Cleveland. 20 16 40 44 
Stix Baer & Fuller, 


ee IS 16 57 27 

Joseph Horne, Pitts- 

ME) GAboeensee ies 7 SSS S52 

Woodward & Lothrop, 

Washington ...... 16 12 40 48 

Marshall Field, 

Pe eee 14 5 42 53 
10 Group “Y” 


Department Stores 
(upstairs only) 


All 10 Stores Combined. 279 27 58 15 
Macy’s, New York 


eee ee iin «gl: ile 
Stern’s, New York 
i GoNGs cReks ebb 39 16 60 24 


Mandel Bros., Chicago. 32 51 43 6 

Hecht Co., Wash- 
ae eee 31 

Gimbels, Pittsburgh .. 27 


Abraham & Straus, 


bdo 
N & 
7 
© 
— 
NI 


oo ’. a ae 
Lit Bros., Philadelphia. 20 52 48 — 
May Co., Cleveland... 20 12 13 


75 
Gimbels, Philadelphia. 20 40 58 2 
Snellenburg’s, Phila- 
delphia 
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with respect to the price lines it will 
carry and publicize. For that reason, 
further price-linage tabulations were 
made, based on price levels of all com- 
modity groups. Twenty stores were 
divided into two groups. The division 
was calculated solely on the basis of the 
prices promoted in each store’s adver- 
tising, rather than by any opinion or 
consensus with respect to store char- 
acter, 

Among stores that generally pro- 
moted higher priced merchandise 
(Group X) note that John Wana- 
maker, Philadelphia, and Kaifmann’s, 
Pittsburgh, placed 93 rer cent and 76 
per cent, respectively, of their total 
broadloom linage at middle prices. In 
the middle-priced group (Group Y 
Stores), Gimbels of Pittsburgh placed 
87 per cent, and the May Company of 
Cleveland placed 75 per cent, of their 
respective broadloom carpeting totals 
at prices between $6 and $10 a square 
yard (see Table V1). 

The conclusion to be drawn from re- 
tail advertising data related to broad- 
loom carpeting is simply this: the rec- 
ord indicates a merchandising oppor- 
tunity of major proportions at middle 
prices. This is an opportunity which is 
being vigorously exploited by a few 
synthetic fiber producers, several ag- 
gressive carpet specialty operators, and 
somewhat less vigorously by depart- 
ment stores and home furnishings 


stores. 











Book Notes* 


Cases in Marketing Strategy: Perspec- 
tives and Viewpoints, by Harper 
W. Boyd, Richard W. Clewett, 
and Ralph Westfall. Homewood, 
Illinois: Richard D. Irwin, Inc., 
1958, xiv plus 239 pages. $4.75. 


The cases included in this volume empha- 
size the effect of the market on marketing 
decisions. The 77 cases are balanced be- 
tween consumer products and industrial prod- 
ucts. They are classified under eight sections : 
(1) nature and scope of marketing, (2) influ- 
ence of the market on marketing decisions, 
(3) product and product line, (4) channels 
of distribution, (5) selling and advertising, 
(6) pricing, (7) legislation, and (8) market- 
ing program. The authors propose a five-step 
formula for analyzing a case. In addition, 
they recommend that the analysis of a case 
generally requires at least two different class 
sessions. 

Dr. Boyd and Dr. Clewett are professors 
of marketing, and Dr. Westfall is associate 
professor of marketing, all of the School of 
Business, Northwestern University. 


Consumer Satisfaction with Women’s 
Blouses, Part II, Laboratory Wear 
Studies, Northeast Regional Bul- 
letin 35. Kingston, Rhode Island: 
University of Rhode Island, Agri- 
cultural Experiment Station, 1959. 


This five northeastern-state study of wom- 
en’s blouses seeks to show the relationship of 
actual consumer-wear tests with appropriate 
physical and chemical laboratory tests in pre- 
dicting a wearer’s satisfaction with a certain 
blouse. 

It is very difficult to make laboratory tests 
which are, in effect, identical to the type of 
wear and care which an article will receive in 
use. For example, the kind of wear which a 
woman may give a blouse will depend on her 


* Unless otherwise noted, Book Notes were pre- 
pared by T. D. Ellsworth. 
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occupation, the number of hours of each 


wearing, the length of intervals between wear. | 


ings, the method of caring for the blouse, and 
the original fit of the garment. While the 
study attempted to control such factors as 
age of wearers, intervals, and length of wear, 
style fiber content, price of blouses, compari- 
son of controlled and noncontrolled methods 
of care, it was very difficult to obtain com- 
pletely comparable data in all of the five 
northeastern states. 

The findings indicate that there are no 
simple relationships between laboratory test 
data and attributes of a wearer’s satisfaction, 
While women wear-testers, generally speak- 
ing, recognized faults and defects in their 
garments similar to those apparent to labora- 
tory technicians after making tests, no one 
physical test was found to predict a consum- 
er’s satisfaction with a blouse. For instance, 
a crease-recovery test gave some indication of 
how easy a blouse would be to care for. Yet 
a dimensional stability laboratory test to de- 
termine how much the garment would keep 
its size dimensions did not show a relation- 
ship to fit after wear and care. Breaking 
strength (laboratory test) showed a relation- 
ship to wearers’ ratings for general satisfac- 
tion but not to the wearers’ opinions of 
durability of the blouse. However, groups of 
physical test data can be compared with fac- 
tors or attributes of a wearer’s satisfaction. 

With some modification of test methods, 
the laboratory-wear test results can serve as 
one basis for predicting customer satisfaction 
with a blouse. Undoubtedly, further research 
will be needed along these lines. 

IsABEL B. WINGATE 


Defining the Manager's Job: The 
A.M.A. Manual of Position De- 
scriptions, by C. L. Burnett. New 
York: American Management 
Association, Inc., 1958, 447 pages. 
$6.00. 

This A.M:A. Research Study reports on 
the style, content, and language of position 
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MERCHANDISE PLANNING ORGANIZATION 


descriptions. It is based on a survey of 140 
companies and reproduces about 150 actual 
position descriptions to give the reader basic 
data for reviewing organization structure. It 
also includes information on creating and 
using position descriptions, such as how com- 
panies gain acceptance for a description pro- 
gram and how position descriptions are actu- 
ally prepared. The volume should prove a 
helpful addition to any firm’s business library. 


Directory of Shopping Centers in the 
United States and Canada, Volume 
one, 1958-1959 Edition. Chicago: 
National Research Bureau, Inc., 
1958, 620 pages. Single copy, 
$25.00. 


This directory fills the need for an accurate 
guide to the rapidly expanding shopping cen- 
ter markets. It is divided into four sections. 
Section I lists alphabetically by state all cen- 
ters (both United States and Canada) and 
pertinent data such as parking space, availa- 
bility of rental space, and the names of the 
tenant stores. Section II lists the name and 
location of shopping centers broken down 
geographically into the 21 largest metropoli- 
tan population areas in the United States. 
Section III lists the key executive personnel 
in shopping centers. Section IV contains an 
alphabetical listing of tenant stores and their 
managers, covering a number of merchandise 
and business classifications. Some of these 
are: Men’s Wear, Drugs, Home Furnishings, 
Shoes, Department Stores, Specialty and Va- 
riety Stores. 

Davin R. RacHMAN- 


Merchandise Planning Organization* 
(Continued from page 79) 


Formulating the merchandise plan is 
an endeavor in which all levels of man- 
agement are obliged to participate in 
some degree. But this participation 
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must be so arranged as to permit flexi- 
bility in estimating requirements with- 
out disrupting the orderly determi- 
nation of commitments. This is an 
organizational problem, and the three 
general patterns of planning that have 
been described represent workable ap- 
proaches to it. 

These approaches involve different 
structural relationships and the use of 
different procedures. Perhaps the most 
significant factor that distinguishes 
them is the level of management that 
is given the key role in merchandise 
planning. There seem to be two op- 
posing views on where initiative and 
authority in planning should be cen- 
tered: (1) with store and departmen- 
tal management, or (2) with divisional 
and top management. While there is 
insufficient evidence to evaluate these 
views in any satisfactory manner, at 
least a few comments concerning their 
rationale may be useful. 

Obviously, plans must be initiated 
and planning objectives determined at 
some level of management. Since the 
merchandise department of the mem- 
ber store is the basic selling unit, mer- 
chandise plans must reflect departmen- 
tal sales potential with reasonable 
accuracy. The basic issues are: what 
principal types of factors influence de- 
partmental sales potential, and who are 
the logical persons to assess the relative 
strength of these factors. 

The importance of such factors as 
local and general business conditions 
upon local demand is rather evident as 
is the type and intensity of competi- 
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tion. But while the sales volume that a 
department is able to attain in a given 
period of time is clearly a result of local 
and general conditions, it is also a re- 
sult of strengths and weaknesses of a 
department itself. 

Persons who are in constant touch 
with customers are perhaps most capa- 
ble of appraising the effects of local 
conditions on the sale of individual 
lines. These are also the persons who 
would be most likely to appreciate the 
strengths and weaknesses of their de- 
partment. But store personnel may not 
be capable of placing in proper focus 
the many relevant changes occurring 
outside their own experience. While 
the home office can supply them with 
economic reports and market data, they 
may have neither the aptitude nor the 
training necessary to use this informa- 
tion effectively. 

Effective merchandise planning not 
only demands a knowledge of one’s 
market and of how different conditions 
affect this market but imagination and 
judgment as well. While store per- 
sonnel may be assumed to know their 
clientele and the factors that influence 
them, they may be too embedded in the 
routine of daily operations to give their 
imagination much opportunity. More- 
over, judgment is developed through 
the experience of critically and impar- 
tially weighing the merits of different 
alternatives. It is admittedly difficult 
for persons “at the bottom” of the 
management hierarchy to acquire this 
kind of experience. The limitations of 
their position would therefore tend to 


argue against placing initiative and 
authority for planning completely in 
the hands of store and departmental 
managers. 

The wisdom of placing the initiative 
and much of the authority for formu- 
lating plans in the hands of store-level 
managers also seems to depend upon 


the nature of control over these man- | 


agers. In any growing enterprise there 
is apt to be a tendency to accept some 
degree of waste and inefficiency as the 
price of progress. Managers whose 
stores have been generally successful 
may be permitted to pursue their own 
pet schemes if controls are not well de- 
fined. This practice can easily result in 
obscuring the presence of weak depart- 
ments because in the total picture their 
poor performance tends to be over- 
shadowed by the better performance of 
other departments. Unless store man- 
agement takes or recommends appro- 
priate action, the weak departments 
may go undetected until they threaten 
the profit position of the entire store. 

In organizing the merchandise plan- 
ning function, the goal is to find some 
structure that will bring to bear on the 
work of planning both the judgment 
and experience of top management and 
the local knowledge and ‘“‘feel” of store 
management. There is, of course, no 
self-evident way of doing this. The im- 
portance of these three patterns of 
planning organization lies in the practi- 
cal working relationships they illustrate. 
Significantly, these illustrations are 
provided by enterprises that have 
achieved a substantial measure of suc- 
cess in the retail trade. 
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Center-City Shopping 
(Continued from page 84) 

A second modification of the shop- 
ping plaza is the pedestrian shopping 
way designed to accommodate stores 
unable to afford high rents on major 
retail streets. One plan, adopted in 
Coventry, England, permits the lower 
rent stores to gain access to pedestrian 
traffic generated by high-volume stores 
by means of a two-story arrangement, 
like decks on an ocean liner except that 
the stores are on the outside and the 
space that analogously would be de- 
voted to cabins is entirely open. The 
lower rent units are located on the 
second deck and are reached by means 
of graduated stairs and ramps from the 
ground floor. 

Finally, arcaded streets, strongly op- 
posed by most modern merchants, have 
been used in Leghorn, Italy, as a means 
of providing low-cost store space. New 
developments in artificial lighting and 
architecture can be combined with the 
historical advantages of holding shop- 
per attention and weather protection to 
present a more persuasive argument in 
favor of this ancient shopping-center 
plan. 


Summary 


We have described how planning ac- 
tivities can help to avert or minimize 
the loss of trade in central shopping 
districts. The city as a central place 
can perform collecting, sorting, and 
dispersion of goods at a lower cost 
than any other spatial arrangement. 
Other economies of scale resulting 
from operation of pooling uncertainty, 
postponing changes in size or location 
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of consignments of goods, and mini- 
mizing total transactions indicate that 
cities will always be economically neces- 
sary. 

Because of increasing congestion and 
urban blight, cities must replan their 
central district shopping centers. The 
types of stores to be placed in the cen- 
ter should be selected on the basis of 
shopper behavior with respect to re- 
placement rate, gross margin, adjust- 
ment, time of consumption, and search- 
ing time for goods. The size of the 
center may be determined simply by 
population forecasts using current floor 
area tables. Central district layouts in 
the future may have to be planned on 
the principle that vehicular traffic will 
be excluded entirely from shopping 
areas, as in shopping plazas, concourses, 
ways, and arcaded streets. 

Early planning in expanding econo- 
mies can forestall losses which follow 
the use of automobile and truck trans- 
portation in areas of growing popula- 
tion. 


Retail Management in Israel 
(Continued from page 86) 


and helpful. All reported that employee 
absence was subject to check by the 
medical arm of the Histadrut, the Ku- 
pat Cholim (Sick Fund). This group 
submits to the employer a medical ex- 
cuse two days after the onset of a dis- 
abling illness. 

There was agreement that there is no 
need for worker and manager to frat- 
ernize after working hours. Disruptive 
gossip among salesgirls was claimed to 
be at a minimum. It was agreed that 
when a salesgirl is unable to get along 





